
- No. 

I. 

2. 

3. 

4. 

5. 

-6. 

7. 

8. 

9. 

TABLE OF CONTENTS TO EXHIBITS AND APPENDICES 

Contents 

Articles of Incorporation of Western Kentucky Energy Corp and 
LG&E Energy Marketing, Inc. 

Chart of Regulatory Compliance Requirements Cross-Referenced 
to Application 

Transaction Termination Agreement dated as of March 26, 2007, 
among Big Rivers Electric Corporation, L G E  Energy Marketing 
Inc. and Western Kentucky Energy Corp., as amended 

Proposed Procedural Schedule 

Testimony of Mark A. Bailey 

Final orders dated April 30, 1998, in The Application of Big Rivers 
Electric Corporation, Louisville Gas and Electric Compan y, 
Western Kentucky Energy Corp., Western Kentucky Leasing 
Corp., and LG&E Station Two Inc. for Approval of Wholesale Rate 
Adjustment for Big Rivers Electric Corporation and for Approval 
of Transaction, PSC Case No. 97-204 (Final Order dated April 30, 
1998), and July 14, 1998, in The Application of Big Rivers 
Electric Corporation for Approval of the 1998 Amendments to 
Station Two Contracts Between Big Rivers Electric Corporation 
and the City of Henderson, Kentucky and the Utility Commission 
of the City of Henderson, P.S.C. Case No. 98-267 (Final Order 
dated July 14p 1998). 

Analysis of 1998 Transaction Document Termination Clauses and 
List of 1998 Transaction Documents Affected by Unwind 
Transaction in Response to May 2, 2007 Letter from Beth 
O’Donnell 

Unwind Financial Model dated as of December 22, 2007 

Testimony of Robert 5. Mudge 

10. Testimony of C. William Blackburn 



d No Contents 

11. Summary and Analysis of Terms and Conditions of the 
Termination Agreement in Response to May 2, 2007 Letter from 
Beth O'Donnell 

12. Summary of Termination Agreement 

13. Identification of Amendments Required to Leveraged Lease 
Transaction by Unwind Transactions in Response to Nay 2, 2007 
Letter from Beth O'Donnell 

14. Testimony of Michael H. Core 

15. Testimony of Paul W. Thompson 

16. 

17. 

18. 

1.9. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 

27. 

Generation Dispatch Support Services Agreement dated as of 
December 1, 2007 

Information Technology Support Services Agreement dated as of 
December 1, 2007 

Testimony of David A. Spainhoward 

Summary of New Smelter Arrangements 

Smelter Agreements 

Testimony of Mark W. Glotfelty 

Current Tariff 

Proposed Tariff 

Comparison of Current and Proposed Tariff 

Testimony of William Steven Seelye 

Testimony of Burns E. Mercer 

Amendments to Wholesale Power Contracts Between Big Rivers 
and its Member Distribution Cooperatives 

2 



- No. 

28. 

29. 

30. 

31. 

32. 

33 s 

34. 

35. 

36. 

37. 

38. 

39. 

40. 

41. 

42. 

43. 

Contents 

(i) Letter dated May 2, 2007, from Beth O'Donnell, Executive 
Secretary of KPSC, to Michael H. Core, and (ii) Response of Big 
Rivers to that letter 

Summary Chart of Approvals Requested 

Notice to Commission of Proposed Filing for Approval of Unwind 
Transaction 

Notice to Customers of Proposed Tariff Changes 

Current Open Access Transmission Tariff (OATT) 

Proposed Open Access Transmission Tariff (OAT)  

Comparison of Proposed O A T  Against Current OATT 

Testimony of Ralph L. Luciani 

Certificate of good standing or certificate of authorization (Big 
Rivers) 

Independent Auditor's Annual Opinion Report 

FERC Form 1 (Big Rivers) 

List of all computer software, programs and models i 
development of the filing 

ed in th 

Prospectuses for the most recent stock or bond offerings 

Annual report to members for 2005 & 2006 

Fuel Contracts 

System Map 

3 



___. No. Contents 

Appendix A: 1998 Transaction Documents and Amendments and 
Supplements 

Appendix B: Station Two Contracts and Amendments (other than 
Station Two Agreements from 1998 Transaction) 

Appendix C: Defeased Sale/Leaseback Documents 

Appendix 0: Most recent RUS Form 12 

Appendix E: Smelter 2008 Tier 3 Contracts 

Appendix F: Miscellaneous Documents 

a. Orders dated November 24, 1999 and January 28, 2000, in 
Big Rivers Electric Corporation's Application for Approval of a 
Leveraged Lease of Three Generating Units, P.S.C. Case No. 
99-450 

b. Order dated March 29, 2000 in The Application o f  Big Rivers 
Electric Corporation, LG&E Energy Marketing Ins, Western 
Kentucky energy Corp., WKE Station Two Inc., and WKE Corp. 
for Approval of Amendments to Transactions Documents, 
P.S.C. Case No. 2000-118 

c. Orders dated November 28, 2000 and December 21, 2000 in 
Big Rivers Electric Corporation's Application for Approval to 
Amend Evidences of Indebtedness, P.S.C. Case No. 2001-486 

d. Order dated November 15, 2001, in Application of  Big Rivers 
Electric Corporation, LG&E Energy Marketing Inc., Western 
Kentucky energy Corp., WKE Station Two Inc., and WKE Corp. 
for Approval of Amendments to Transactions Documents, 
P.S.C. Case No. 2001-00305 

e. Orders dated July 12, 2002 and October 30, 2002 in 
Application of Big Rivers Electric Corporation, LG&E Energy 
Marketing Inc. , Western Kentucky energy Corp., WKE Station 
Two Inc., and WKE Corp. for Approval of Amendments to 
Transactions Documents, P.S.C. Case No. PSC Order 2002- 
000195 

4 



f. Order dated March 9, 2005 in Application of Big Rivers E/ectric 
Corporation, LG&E Energy Marketing Inc., Western Kentucky 
energy Corp., WKE Station Two Inc., and WKE Corp. for 
Approval of Amendments to Transactions Documents, P.S.C. 
Case No. 2005-00029 

5 





COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION OF KEN 
I 

In the Matter of: 

THE APPLICATIONS OF RIG RIVERS 
EL,ECTRIC CORPORATION FOR: 
(I) APPROVAL, OF WHOLESAL,E TARIFF 
ADDITIONS FOR BIG RIVERS ELECTRIC 
CORPORATION, (11) APPROVAL OF 
TRANSACTIONS, (111) APPROVAL TO ISSTJE 
EVIDENCES OF INDEBTEDNESS, AND 
(IV) APPROVAL OF AMENDMENTS TO 
CONTRACTS; AND 

) 
) CASE NO. 2007-00455 
) 
) 
) 
) 
1 

E.ON U.S., LLC, WESTERN KENTUCKY ENERGY 
CORP. AND LG&E ENERGY MARKETING, 
INC. FOR APPROVAL OF TRANSACTIONS 
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EXHIBIT 36 

Certificate of Good Standing or Certificate of Authorization (Big Rivers) 

December 2007 



Commonwealth of Kentucky 12/6/2007 

Trey Grayson, Secretary of State 
Division of Corporations 

Business Filings 

P. 0. Box 718 
Frankfort, KY 40602 

MtpYlwvwv.sos,ky.gov 
(502) 564-2848 

Certificate of Existence 

Authenfcation Number 56899 
Jurisdiction. Big Rivers Eledric Corporation 
Us it hm.//apps.s os. kv.aovbus ines d o  bdb/certvalidate.as px to authenticate this certificate. 

I, Trey Grayson, Secretaiy of State of the Commonwealth of Kentucky, do 
hereby certify that according to the records of the Office of the Secretary of State, 

BIG RIVERS ELECTRIC CORPORATION 

is a nonprofit corporation duly incorporated and existing under KRS Chapter 
273, whose date of incorporation is June 14,1961 and whose period of duration 
is perpetual. 

I further certify that all fees and penalties owed to the Secretary of state have 
been paid; that articles of dissolution have not been filed; and that the most 
iecent aimual report required by KRS 273.3671 has been delivered to the 
Secretaiy of State. 

IN WITNESS THEREOF, I have hereunto set my hand and affixed my 
Official Seal at Frankfort, Kentucky, this 6th day of December, 2007. 

x% Trey Grayson 

Secretaiy of State 
Cormnonwealth of Kentucky 
56899/0004242 

http://MtpYlwvwv.sos,ky.gov
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Deloitt 
Deloitte & Touche LLP 
11 1 S. Wacker Drive 
Chicago, IL 60606-4301 
USA 

Tel:+l 3124861000 
Fax:+l 312486 1486 
www.deloitte.com 

INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors of 
Big Rivers Electric Corporation: 

We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the “Company”) 
as of December 3 1,2006 and 2005, and the related statements of operations, equities (deficit), and of cash 
flows for each of the three years in the period ended December 3 1,2006. These financial statements are 
the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the TJnited States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes consideration of internal control over financial reporting as a basis for 
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, 
we express no such opinion. An audit also includes examining, on a test basis. evidence supporting the 
amounts and disclosures in the financial statements. assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Company as of December 31, 2006 and 2005, and the results of its operations 
and its cash flows for each of the three years in the period ended December 3 1 2006, in conformity with 
accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued a report dated March 14,2007, 
on our consideration of the Company’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations. contracts, and grant agreements. The purpose of 
that report is to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards and should be read in con.junction with this report in considering the 
results of our audit. 

March 14,2007 

Member of 
Deloitte Touche Tohrnatsu 

http://www.deloitte.com


BIG RIVERS ELECTRIC CORPORATION 

BALANCE SHEETS 
AS OF DECEMBER 31, 2006 AND 2005 
(Dollars in thousands) 

RESTRICTED INVESTMENTS UNDER LONG-TERM LEASE 

OTHER DEPOSITS AND INVESTMENTS-At Cost 

CURRENT ASSETS: 
Cash and cash equivalents 
Accounts receivable 
Materials and supplies inventory 
Prepaid expenses 

Total current assets 

DEFERRED CHARGES AND OTHER 

TOTAL 

EQUITIES (DEFICIT) AND LIABILITIES 

C AF'ITALIZATION: 
Equities (deficit) 
Long-term debt 
Obligations related to long-term lease 
Other long-term obligations 

Total capitalization 

CURRENT LIABILITIES: 
Current maturities of long-term obrigations 
Voluntary prepayment of long-term debt 
Purchased power payable 
Accounts payable 
Accrued expenses 
Accmed interest 

Total current liabilities 

DEFERRED CREDITS AND OTHER: 
Deferred lease revenue 
Defened gain on sale-leaseback 
Residual value payments obligation 
Other 

Total defened credits and other 

COMMITMENTS AND CONTINGENCIES 

TOTAL 

2006 

$ 917,668 

186.690 

3.816 

96,143 
17,748 

811 
3,608 

118,310 

27,905 

$1,254,389 

-- 

2005 

9; 928,872 

180,650 

3,391 
_______I_ 

67,264 
16,350 

667 
91 

84,372 

28.689 

$1,225,980 

$ (217,371) $ (251,913) 
1,041,075 1,046,846 

177,3 10 170,954 
45 92 

1 ,00 I .059 965,979 

11,959 810 
10,403 

9,219 10,732 
3,366 2,394 
2,164 2,172 
7.63 L 7,542 

34,339 34,053 

17,326 2 1,75 5 
56,380 59,262 

140,744 139,710 
4,55 1 5,221 

225,948 

-- 
2 18.99 1 

$1,254,389 $1.225.980 

See notes to financial statements. 
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BIG RIVERS ELECTRIC CORPORATION 

STATEMENTS OF OPERATIONS 
FOR THE YEARS ENDED DECEMBER 31,2006,2005, AND 2004 
(Dollars in thousands) 

POWER CONTRACTS REVENUE 

L,EASE REVENUE 

Total operating revenue 

OPERATING EXPENSES: 
Operations : 

Power purchased and interchanged 
Transmission and other 

Maintenance 

Depreciation 

Total operating expenses 

ELECTRIC OPERATING MARGIN 

INTEREST EXPENSE AND OTHER: 
Interest 
Interest on obligations related to long-term lease 
Other-net 

Total interest expense and other 

OPERATING MARGIN 

NONOPERATING MARGIN: 
Interest income on restricted investments under 

Interest income and other 
long-term lease 

Total nonoperating margin 

NET MARGIN 

2006 

$ 200,692 

57,896 

258.588 

114,516 
21.684 

3,652 

30,408 

-1 170.260 

88,328 

-__ 

60,754 
9,505 

111 

70,370 

17,958 

-~ 

12,069 
4.515 

16.584 

$ 34,542 

2005 2004 

$191,280 $ 175,777 

57,675 56,753 

248,955 232,530 

114,500 106,099 
20,309 18,674 

3,195 2,597 

30,192 29,732 

168,196 157,102 

80,759 75,428 

59,639 56,923 
9,109 8,725 

124 158 

68,872 65,806 -.- 

111887 9,622 

1 1,670 1 1,278 
2,786 1,125 

14:456 12,403 --- 

$ 26,343 !$ 22,025 

See notes to financial statements. 
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BIG RIVERS ELECTRIC CORPORATION 

STATEMENTS OF EQUITIES (DEFICIT) 
FOR THE YEARS ENDED DECEMBER 3’1,2006,2005, AND 2004 
(Dollars in thousands) 

Other Equities 

BALANCE-January 1, 2004 

Net margin 

BALANCE-December 3 1,2004 

Net margin 

B ALANCE-Decembet 3 1,2005 

Net margin 

BALANCE-December 3 1.2006 

Total 
Equities 
(Deficit) 

$ (300,281) 

22.025 

(278,256) 

26.343 

(251,913) 

34,542 

$ (217,371) 

Donated 
Accumulated Capital and 

Deficit Memberships 

$ (304,726) $764 

22,025 - 

(282,70 1) 764 

26,343 
____. 

(256,358) 764 

34,542 - 

$ (221,816) $764 - - 

Consumers’ 
Contributions 

to Debt 
Service 

$3,681 

3,68 1 

3,681 

$ 3,681 

See notes to financial statements. 
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BIG RIVERS ELECTRIC CORPORATION 

STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31,2006, 2005, AND 2004 
(Dollars in thousands) 

2006 2005 2004 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net margin 
Adjustments to reconcile net margin to net cash provided by operating activities: 

Depreciation and amortization 
Increase in restricted investments under long-term lease 
Amortization of deferred gain on sale-leaseback 
Deferred lease revenue 
Residual value payments obligation 
Increase in RUS ARVP Note 
Increase in New RUS Promissory Note 
Increase in obligations under long-term lease 
Changes in certain assets and liabilities: 

Accounts receivable 
Materials and supplies inventory 
Prepaid expenses 
Deferred charges 
Purchased power payable 
Accounts payable 
Accrued expenses 
Other-net 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES. 
Capital expenditures 
Other deposits and investments 

Net cash used in investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Principal payments on long-term obligations 
Principal payments on short-term notes payable 

Net cash used in financing activities 

NET INCREASE IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS-Beginning of year 

CASH AND CASH EQUIVALENTS-End of year 

SUPPLEMENTAL CASH FLOW INFORMATION: 
Cash paid for interest 

9; 34,542 9; 26,343 9; 22.025 

33,592 
(6,040) 
(2,882) 
(4,439) 
(6,187) 
5.31 7 

13,889 
6,356 

(1,398) 
(144) 

(3,517) 
(694) 

(1,513) 
972 
81 

(1.170) 

33,386 
(5.955) 
(2,856) 
(4,335) 
(5,969) 
5,077 
8,205 
6,250 

(74 1 ) 
(112) 
2.57 
480 

1,528 
(5 16) 

72 
35 1 

32.625 
(5,836) 
(2,823) 
(4,267) 
(5,077 1 
4,807 

21,849 
6,107 

66,76 1 6 1,465 70.858 --- 

(13,608) (13,055) (12,480) 

(24,274) (36,037) (9,289) 
(10,000) - - 

(24,274) (36,037) (19,289) 

28,879 12.373 39,089 

67.264 54.891 15.802 

9; 96,143 $ 67,264 9; 54,891 

--- 

- _ _ _ _ _ -  - -- 

9; 47.271 $ 46.534 $ 28.485 -= -  

Cash paid for taxes $ 375 $ 271 9; 270 --- 
See notes to financial statements 

- 5 -  



BIG RIVERS ELECTRIC CORPORATION 

NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31,2006,2005, AND 2004 
(Dollars in thousands) 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Geizeral hzformatioiz-Big Rivers Electric Corporation (“Big kvers” or the “Company”), an electric 
generation and transmission cooperative, supplies wholesale power to its three member distribution 
cooperatives (Kenergy Corp., Jackson Purchase Energy Corporation, and Meade County Rural Electric 
Cooperative Corporation) under all requirements contracts, excluding the power needs of two large 
aluminum smelters (the “Aluminum Smelters”), sells surplus power under separate contracts to Kenergy 
Coy.  for a portion of the Aluminum Smelters load. and markets power to nonmember utilities and 
power marketers. The members provide electric power and energy to industrial, residential, and 
commercial customers located in portions of 22 western Kentucky counties. The wholesale power 
contracts with the members extend to January I ?  202.3. Rates to Big Rivers’ members are established by 
the Kentucky Public Service Commission (“KPSC”) and are sub,ject to approval by the Rural Utilities 
Service (“RUS”). The financial statements of Big Rivers include the provisions of Statement of 
Financial Accounting Standards (YFAS”) No. 7 1, Accoiintirzg,for the Effects of Certain TjTes of 
Reg~ilation. which was adopted by the Company in 2003, and gives recognition to the ratemaking and 
accounting practices of these agencies. 

In 1999, Big kvers  L.easing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of Big 
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000 
sale-leaseback transaction discussed in Note 4. 

Principles of Consolidation-The. financial statements of Big Rivers include the accounts of Big Rivers 
and its wholly owned subsidiary, BRL,C. All significant intercompany transactions have been 
eliminated. 

Estimates-The preparation of the financial statements in conformity with accounting principles 
generally accepted in the United States requires management to make estimates and assumptions that 
affect the reported amounts of assets, liabilities, revenues and expenses, and disclosure of contingent 
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are 
based upon management’s evaluation of the relevant facts and circumstances as of the date of the 
financial statements. Actual results may differ from those estimates. 

System ofAccounts-Big Rivers’ accrual basis accounting policies follow the Uniform System of 
Accounts as prescribed by the RTJS Bulletin 1767B-1, as adopted by the KPSC. The regulatory agencies 
retain authority and periodically issue orders on various accounting and ratemalung matters. 

Revenue Recognition-Revenues generated from the Company’s wholesale power contracts are based 
on month-end meter readings and are recognized as earned. In accordance with SFAS No. 13, 
Accouiztirzg,for Leases, Big Rivers’ revenue from the Lease Agreement is recognized on a straight-line 
basis over the term of the lease. The major components of this lease revenue include the annual lease 
payments and the Monthly Margin Payments (described in Note 2). 

- 6 -  



In conjunction with the Lease Agreement, Big kvers expects to realize the minimum lease revenue for 
the years ending December 3 I ,  as follows: 

Amount 

2007 
2008 
2009 
2010 
201 1 
Thereafter 

$ 52,332 
52,332 
52,332 
52,332 
41,291 

420.908 

$67 1.527 

Utility Plaizt arid Depreciation-1.Jtility plant is recorded at original cost, which includes the cost of 
contracted services. materials. labor. overhead. and an allowance for borrowed funds used during 
construction. Replacements of depreciable property units, except minor replacements, are charged to 
utility plant. 

Allowance for borrowed funds used during construction is included on projects with an estimated total 
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by 
applpng the effective rate of Big kvers’ weighted-average debt to the accumulated expenditures for 
qualifyng projects included in construction in progress. 

In accordance with the terms of the Lease Agreement, the Company generally records capital additions 
for Incremental Capital Costs and Nonincremental Capital Costs expenditures funded by E.ON U S .  
(formerly LG&E Energy Corporation) as utility plant to which the Company maintains title. A 
corresponding obligation to E.ON U.S. is recorded for the estimated portion of these additions 
attributable to the Residual Value Payments (see Note 2). A portion of this obligation is amortized to 
lease revenue over the useful life of those assets during the remaining lease term. For the years ended 
December 31,2006 and 2005, the Company has recorded $7.221 and $6,986, respectively, for such 
additions in utility plant. The Company has recorded $6.187, $5,969, and $5,077 in 2006,2005, and 
2004, respectively, as related lease revenue in the accompanying financial statements. 

In accordance with the Lease Agreement, and in addition to the capital costs funded by E.ON U.S (see 
Note 2) that are recorded by the Company as utility plant and lease revenue, E.ON U S  also incurs 
certain Nonincremental Capital Costs and Major Capital Improvements (as defined in the Lease 
Agreement) for which they forego a Residual Value Payment by Big kvers  upon lease termination. 
Such amounts are not recorded as utility plant or lease revenue by the Company. At December 3 1,2006, 
the cumulative Nonincremental Capital Costs amounted to $6.6 18 (unaudited). 

E.ON US is also in the process of constructing a scrubber (Major Capital Improvement) on Big Rivers’ 
Coleman plant. First operation at the Coleman units occurred in Febniary 2006, while commercial 
acceptance is anticipated to occur in March 2007. The project is expected to be completed in the third 
quarter of 2007 at a cost of $98,000 (unaudited), none of which is expected to be recorded as utility plant 
or lease revenue. 
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Depreciation of utility plant in service is recorded using the straight-line method over the estimated 
remaining service lives. as approved by the RUS and KPSC. The annual composite depreciation rates 
used to compute depreciation expense were as follows: 

Electric plant-leased 
Transmission plant 
General plant 

1.60%-2.47% 
1.76%-3.24% 
1.1 1 %-S.62% 

For 2006, 2005, and 2004, the average composite depreciation rates were 1.86%, respectively. At the 
time plant is disposed of. the original cost plus cost of removal less salvage value of such plant is 
charged to accumulated depreciation, as required by the RUS. 

Iinpairment Review of Long-Lived Assets-Long-lived assets are reviewed as facts and circumstances 
indicate that the carrying amount may be impaired. This review is performed in accordance with SFAS 
No. 144. Accounting,for the Impaimzent or Disposal qf Long-Lived Assets. SFAS No. 144 establishes 
one accounting model €or all impaired long-lived assets and long-lived assets to be disposed of by sale 
or otherwise. SFAS No. 144 requires the evaluation for impainnent involve the comparison of an asset’s 
carrying value to the estimated future cash flows the asset is expected to generate over its remaining life. 
If this evaluation were to conclude that the carrying value of the asset is impaired, an impairment charge 
would be recorded based on the difference between the asset’s carryng amount and its fair value (less 
costs to sell for assets to be disposed of by sale) as a charge to operations or discontinued operations. 

Restricted Investments-Investments are restricted under contractual provisions related to the sale- 
leaseback transaction discussed in Note 4. These investments have been classified as held-to-maturity 
and are carried at amortized cost. 

Cash and Cash Equivalents-Big kvers considers all short-term, highly-liquid investments with 
original maturities of three months or less to be cash equivalents. 

Income Taxes-As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage 
allocations to members from taxable income. Income and expenses related to nonmember operations are 
taxable to Big hvers.  Big Ebvers and BIUC file a consolidated Federal income tax return and Big 
Rivers files a separate Kentucky income tax return. 

Patronage Capital-As provided in the bylaws. Big kvers accounts for each year’s patronage-sourced 
income, both operating and nonoperating, on a patronage basis. Notwithstanding any other provision of 
the bylaws, the amount to be allocated as patronage capital for a given year shall not be less than the 
greater of regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced 
income. During 2006, the Company made a patronage allocation to its three member distribution 
cooperatives in accordance with its bylaws of $8,602. During 200.5, the Company was not required to 
make a patronage allocation to its three member cooperatives in accordance with its bylaws. In 2007, the 
Company anticipates making a patronage allocation to its members based on such calculations for tax 
year 2006 of approximately $27,760. 

Derivatives-Management has reviewed the requirements of SFAS No. 133, Accocirzting for Derivative 
Instruments and Hedging Activities, as amended and interpreted, and has determined that all contracts 
meeting the definition of a derivative also qualify for the normal purchases and sales exception under 
SFAS No. 133. The Company has elected the Normal Purchase and Normal Sale exception for these 
contracts and. therefore, the contracts are not required to be recognized at fair value in the financial 
statements. 
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2. 

New Accounting Pronouncements- In June 2006. the Financial Accounting Standards Board 
(“FASB“) issued FASB Interpretation No. 48, Ac:coLinting,for Uncertainty in Income Taxes, an 
Interpretation of FASB Statement No. 109 (“RN 48”). FIN 48 clarifies the accounting for uncertainty in 
income taxes by prescribing the recognition threshold a tax position is required to meet before being 
recognized in the financial statements. It also provides guidance on derecognition, classification, interest 
and penalties, accounting in interim periods, disclosures and transition. The cumulative effects, if any, of 
applying RN 48 will be recorded as an adjustment to retained earnings as of the beginning of the period 
of adoption. FIN 48 is effective for fiscal years beginning after December 15,2006. The Company is 
currently evaluating the effect that the adoption of FIN 48 will have on its results of operations and 
financial condition but has not yet determined the impact the adoption will have on the Company. 

In September 2006, the FASB issued FASB Statement No. 157, Fair. Value Measurements (“SFAS No. 
157”). SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands 
disclosures about fair value measures. It applies under other accounting pronouncements that require or 
permit fair value measurements and does not require any new fair value measurements. SFAS No. 157 is 
effective for fiscal years beginning after November 1.5. 2007. The Company is currently evaluating the 
effect that the adoption of SFAS No. 1.57 will have on its results of operations and financial condition 
and does not expect the adoption will have a significant impact on the Company. 

In September 2006, the FASB issued FASB Statement No. 158, Einplovers’ Accotinting,for De$ried 
Benefit Pension and Other Postretirement Plans (“SFAS No. 1.58”). SFAS No. 158 improves financial 
reporting by requiring an employer to recognize the overfunded or underfunded status of a defined 
benefit postretirement plan (other than a multiemployer plan) as an asset or liability in its statement of 
financial position and to recognize changes in the funded status in the year in whch the change occurs 
through comprehensive income of a business entity. It also requires an employer to measure the funded 
status of a plan as of its year-end statement of financial position, with limited exceptions. SFAS No. 1.58 
is effective for fiscal years ending after June 15,2007. The Company is currently evaluating the effect 
that the adoption of SFAS No. 158 will have on its results of operations and financial condition but 
cannot readily determine whether the adoption will have a significant impact on the Company. 

LG&E LEASE AGREEMENT 

On July 1.5, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big 
Rivers leased its generating facilities to Western Kentucky Energy Corporation (“WKEC”), a wholly 
owned subsidiary of E.ON U.S. Pursuant to the Lease Agreement. WKEC operates the generating 
facilities and maintains title to all energy produced. Throughout the lease term, in order for Big kve r s  to 
fulfill its obligation to supply power to its members. the Company purchases substantially all of its 
power requirements from L,G&,E Energy Marketing Corporation (“LEM”), a wholly owned subsidiary of 
E.ON US. ,  pursuant to a power purchase agreement. 

Big Rivers continues to operate its transmission facilities and charges L,EM tariff rates for delivery of 
the energy produced by WKEC and consumed by LEM’s customers The significant terms of the Lease 
Agreement are as follows: 

I. WIEC leases and operates Big Rivers’ generation facilities through 2023. 

11. Big Rivers retains ownership of the generation facilities both during and at the end of the lease 
term. 

111. WKEC pays Big l v e r s  an annual lease payment of $30,965 over the lease term, sub,ject to certain 
adjustments ~ 
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IV. On the Effective Date. Big Rivers received $69,100 representing certain closing payments and the 
first two years of the annual lease payments. In accordance with SFAS No. 13, AccoLaztiizg,for 
Lxases, the Company amortizes these payments to revenue on a straight-line basis over the life of 
the lease. 

V. Big Rwers continues to provide power for its members, excluding the member loads serving the 
Aluminum Smelters, through its power purchase agreements with LEM and the Southeastern Power 
Administration, based on a pre-determined maximum capacity. When economically feasible, the 
Company also obtains the power necessary to supply its member loads, excluding the Aluminurn 
Smelters, in the open market. Kenergy C o p ’ s  retail service for the Aluminum Smelters is served 
by LEM and other third-party providers that may include Big kvers. To the extent the power 
purchased from LEM does not reach pre-determined minimums, the Company is required to pay 
certain penalties. Also, to the extent additional power is available to Big Rivers under the LEM 
contract, Big &vers may sell to nonmembers. 

VI. LEM will reimburse Big Rivers an additional $75,870 for the margins expected from the Aluminum 
Smelters through 201 1, being defined as the net cash flows that Big Rivers anticipated receiving if 
the Company had continued to serve the Aluminum Smelters’ load, as filed in the R.ate Hearing 
(the “Monthly Margin Payments”). 

VII. WKEC is responsible for the operating costs of the generation facilities; however. Big Rivers is 
partially responsible for ordinary capital expenditures (“Nonincremental Capital Costs”) for the 
generation facilities over the term of the Lease Agreement, generally up to predetermined annual 
amounts. This cumulative amount is not expected to exceed $148,000 over the entire 25-1/2 year 
Lease Agreement. At the end of the lease term, Big Rivers is obligated to fund a “Residual Value 
Papen t”  to E.ON U.S. for such capital additions during the lease, currently estimated to be 
$125.880 (see Note 1). Adjustments to the Residual Value Payment will be made based upon actual 
capital expenditures. Additionally, WKEC will make required capital improvements to the facilities 
to comply with a new law or a change to existing law (‘‘Incremental Capital Costs”) over the lease 
life (the Company is partially responsible for such costs: 20% through 2010) and the Company will 
be required to submit another Residual Value Payment to LEC for the undepreciated value of 
WKEC’s 80% share of these costs, at the end of the lease, currently estimated to be $15,677. The 
Company will have title to these assets during the lease and upon lease termination. 

VIII. Big kvers entered into a note payable with LEM for $19.676 (the “LEM Settlement Note”) to be 
repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in 
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to power to 
be supplied to the Aluminum Smelters and the increased responsibility for financing capital 
improvements. The Company recorded this obligation as a component of deferred charges with the 
related payable recorded as long-term debt in the accompanying balance sheets. This deferred 
charge is being amortized on a straight-line basis over the lease term. 

E. On the Effective Date, Big Rivers paid a nonrefundable marketing payment of $5,933 to LEM, 
which has been recorded as a component of deferred charges. This amount is being amortized on a 
straight-line basis over the lease term. 

X. During the lease term, Big k v e r s  will be entitled to certain “billing credits” against amounts the 
Company owes LEM under the power purchase agreement. Each month during the first 5.5 months 
of the lease term. Big kve r s  received a credit of $89. For the year 201 1. Big Rivers will receive a 
credit of $2.61 1 and for the years 2012 through 2023, the Company will receive a credit of $4,111 
annually. 
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In accordance with the power purchase agreement with L,EM, the Company is allowed to purchase 
power in the open market rather than from LEM, incurring penalties when the power purchased from 
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its 
jurisdictional load) in the open market (collectively referred to as "Arbitrage"). Pursuant to the New 
RUS Promissory Note and the RUS ARVP Note, the benefit. net of tax, as defined, derived from 
Arbitrage must be divided as follows: one-third, ad.justed for capital expenditures, will be used to make 
principal payments on the New RUS Promissory Note; one-third will be used to make principal 
payments on the RUS ARVP Note; and the remaining value may be retained by the Company. 

Management is of the opinion that the Company is in compliance with all covenants of the Lease 
Agreement. 

3. UTIEPTV PLANT 

At December 3 1, 2006 and 2005, utility plant is summarized as follows: 

2006 

Classified plant in service: 
Electric plant-leased $1,506,822 
Trans miss ion plant 208,760 
General plant 
Other 

Less accumulated depreciation 

Construction in progress 

Utility plant-net 

15,581 
67 

1,73 1.230 

826.647 

904.583 

13?085 - 

$ 917.668 

2005 

$1,497,039 
202,925 

14,819 
67 

1,714,850 

798.684 

916,166 

12,706 - 

$ 928,872 

Interest capitalized for the years ended December 3 1. 2006. 200.5. and 2004 was $236, $160, and $22 1 
respectively. 

The Company has not identified any material legal obligations, as defined in SFAS No. 143. Accounling 
for Asset Retirement Obligations. which was further interpreted by FASB Interpretation No. 47. 
Accountirzg for Conditional Asset Retirement Obligations. Ln accordance with regulatory treatment, the 
Company records an estimated net cost of removal of its utility plant through normal depreciation. As of 
December 31, 2006 and 200.5, the Company had a regulatory liability of approximately $26,670 and 
$23,6 19. respectively, related to nonlegal removal costs included in accumulated depreciation. 

4. SALE-LEASEBACK 

On April 18, 2000, the Company completed a sale-leaseback of two of its utility plants, including the 
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price 
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual 
interest receipts, will be fully funded. 

This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal 
income tax purposes. In connection therewith, Big Rivers received $866,676 of proceeds and incurred 
$791,626 of related obligations. Pursuant to a payment undertalung agreement with a financial 
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institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion 
of the proceeds. The Company also purchased investments with an initial value of $146,647 to fund the 
remaining $1 75,597 of the obligations. These amounts are reflected as restricted investments under long- 
term lease and obligations related to long-term lease in the accompanying balance sheets. Interest 
received and paid will be recorded to these accounts over the life of the lease. Currently, the Company is 
paying 7.57% interest on its obligations related to long-term lease and receiving 6.89% on its related 
investments. The Company made a $64,000 principal payment on the New RUS Promissory Note with 
the remaining proceeds. The $75,050 gain was deferred and will be amortized over the respective lease 
terms, of which the Company recognized $2,881, $2,856, and $2.824, in 2006,2005, and 2004, 
respectively. Principal payments begin in 2009. 

Amounts recognized in the statement of financial position related to the sale-leaseback as of 
December 3 1, 2006 and 2005, are as fallows: 

2006 2005 

Restricted investments under long-term lease 
Obligations related to long-term lease 
Deferred gain on sale-leaseback 

$186,690 $180,650 
177,310 170,954 
56,380 59,262 

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended 
December 3 1, 2006,2005, and 2004, are as follows: 

2006 2005 2004 

Power contracts revenue (revenue discount 
ad,justment-see Note 6) $ (3,680) $ (3,680) $ (3,680) 

Interest on obligations related to long-term lease: 
Interest expense 12,386 11,965 1 1,548 
Amortize gain on sale-leaseback (2,S8 1) (2.856) (2,823) 

Net interest on obligations related 
to long-term lease 9,109 S ,7 25 ______ 9,505 

Interest income on restricted investments under 
long-term lease 12,069 11,670 1 1,278 

Interest income and other (CoBank patronage allocation) 777 772 66 1 
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5. DEBT AND OTHER LONG-TERM OBLIGATIONS 

A detail of long-term debt at December 3 1,2006 and 2005, is as follows: 

2006 2005 

New RUS Promissory Note, stated amount of, $803,601, stated 
interest rate of 5.75%, with an interest rate of 5.81%, 
maturing July 2021 9; 799,789 $i 808,094 

RUS ARVP Note. stated amount of $251,215? no stated interest 
rate, with interest imputed at 5.81%. maturing December 2023 94,391 90,347 

L,EM Settlement Note, interest rate of KO%,  payable in monthly 
installments through July 2023 16,707 17,173 

County of Ohio, Kentucky, promissory note, variable interest rate 
(average interest rate of 3.49% and 2.46% in 2006 and 2005, 
respectively), maturing in October 2022 83,300 83,300 

County of Ohio, Kentucky, promissory note, variable interest rate 
(average interest rate of 3.49% and 2.46% in 2006 and 2005, 
respectively), maturing in June 2013 58,800 - 58,800 - 

Total long-term debt 1,052,987 1 ,OS7,7 14 

Current maturities 11,912 46.5 

Voluntary prepayment 10,403 

Total long-term debt-net of current maturities and prepayment $1,041,075 $1,046.846 

The following are scheduled maturities of long-term debt at December 3 1 : 

Year Amount 

2007 
2008 
2009 
2010 
201 1 
Thereafter 

$ 11,912 
39,178 
39,230 
4 1,286 
47,345 

874.036 

Total $1,052,987 

RUS Notes-On July 1.5, 1998, Big kvers recorded the New RUS Promissory Note and the RUS 
ARVP Note at fair value using the applicable market rate of 5.81 %. The RUS Notes are collateralized by 
substantially all assets of the Company. 
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Pollutiort Control Botzds-The County of Ohio. Kentucky, issued $83,300 of Pollution Control Periodic 
Auction Rate Securities. Series 2001. the proceeds of which are supported by a promissory note from 
Big hvers, which bears the same interest rate. These bonds bear interest at a variable rate and mature in  
October 2022. 

The County of Ohio. Kentucky. issued $58.800 of Pollution Control Variable Rate Demand Bonds. 
Series 1983, the proceeds of which are supported by a promissory note from Big Rivers, which bears the 
same interest rate as the bonds. These bonds bear interest at a variable rate and mature in June 201 3. 

The Series 198.3 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which 
was assigned to Dexia Credit in 2006. Both Series are supported by municipal bond insurance and surety 
policies issued by Ambac Assurance Corporation. Big Rivers has agreed to reimburse Ambac Assurance 
Corporation for any payments under the municipal bond insurance policies or the surety policies. 

LEM Settlement Note-On the Effective Date. Big hve r s  executed the Settlement Note with LEM. The 
Settlement Note requires Big kvers to pay to LEM $19,676, plus interest at 8% per annum over the 
lease term. The principal and interest payment is approximately $1,822 annually. This payment is 
consideration for LEM’s assumption of therisk related to unforeseen costs with respect to power to be 
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements. 

Other Lmg-Term Obligations-During 1997 ~ Big Rivers terminated two unfavorable coal contracts. In 
connection with that settlement, the Company paid $345, $351, and $351 during 2006,2005, and 2004, 
respectively. At December 3 I ,  2006, the Company has a remaining liability of $92 payable over the next 
two years, of which $47 is included in current maturities of long-term obligations. 

Notes Payable-Notes payable represent the Company’s borrowing on its line of credit with the 
National Rural Utilities Cooperative Finance Corporation. The maximum borrowing capacity on the line 
of credit is $15,000. There were no amounts outstanding on the line of credit at December 3 1, 2006. The 
line of credit bears interest at a variable rate. Each advance on the line of credit is payable within one 
year. 

6. RATE MATTERS 

The rates charged to Big Rivers’ members consist of a demand charge per kW and an energy charge per 
kWh consumed as approved by the KPSC. The rates include specific rate designs for its members’ two 
ciasses of customers, the large industrial customers and the rural Customers under its jurisdiction. For the 
large industrial customers, the demand charge is generally based on each customer’s maximum demand 
during the current month. The remaining customers demand charge is based upon the maximum 
coincident demand of each member’s delivery points. The demand and energy charges are not subject to 
adjustments for increases or decreases in fuel or environmental costs. Big Rivers’ current rates will 
remain in effect until changed by the KPSC. 

Effective since September 1,2000, the KPSC has approved Big Rivers’ request for a $3,680 annual 
revenue discount ad,justment for its members through August 3 1, 2006, effectively passing the benefit of 
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC 
approval to continue the adjustment depends upon its planned environmental compliance costs and its 
overall financial condition. In March 2007, Big Rivers plans to request the KPSC’s approval to extend 
the adjustment through August 31,2008. 

- 1 4 -  



7. INCOME TAXES 

The components of the net deferred tax assets as of December 3 1.2006 and 2005. were as follows: 

Deferred tax assets: 
Net operating loss carryforward 
Alternative minimum tax credit carryforwards 
S ale-leas eback 
Other accruals 

Total deferred tax assets 

Deferred tax liabilities: 
Lease agreement 
Fixed asset basis difference 

Total deferred tax liabilities 

Net deferred tax asset (pre-valuation allowance) 

Valuation allowance 

Net deferred tax asset 

2006 

$ 68,696 
4,790 

136,598 
2,465 

212,549 

(21,270) 
(827) 

(22,097) 

190,452 

(1 85,662) 

$ 4.790 

2005 

$ 80,769 
4,283 

130,568 
2,066 

217,686 

(15,395) 
(10.178) 

(25,573) 

192,113 

(187,830) 

$ 4.283 

~- 

___- 

Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code 
Section 501(c)(12). To retain tax-exempt status under this section. at least 85% of the Big Rivers’ 
receipts must be generated from transactions with the Company’s members. In 1983, sales to 
nonmembers resulted in Big Rivers failing to meet the 85% requirement. Until Big l v e r s  can meet the 
85% member income requirement, the Company is a taxable cooperative. Big Rivers is also subject to 
Kentucky income tax. 

Under the provisions of SFAS No. 109, Accounting for Irzcoine Taxes. Big Rivers is required to record 
deferred tax assets and liabilities for temporary differences between amounts reported for financial 
reporting purposes and amounts reported for income tax purposes. The Company has not recorded any 
income tax expense for the years ended December 3 1,2006,2005 and 2004 as the Company has utilized 
federal net operating losses to offset any taxable income during those years. Had the Company not had 
the benefit of a net operating loss carryforward, the Company would have recorded $10.599, $7,995, and 
$6,759 in current tax expense for the years ended December 31,2006,2005 and 2004, respectively. 
Deferred tax assets and liabilities are determined based upon these temporary differences using enacted 
tax rates for the year in which these differences are expected to reverse. Deferred income tax expense or 
benefit is based on the change in assets and liabilities from period to period, sub,ject to an ongoing 
assessment of realization. 

At December 3 1. 2006 and 2005, Big kvers had a nonpatron net operating loss carryforward of 
approximately $167$551 and $196,998, respectively, for tax reporting purposes expiring through 2013, 
and an alternative minimum tax credit carryforward at December 3 1,2006 and 2005, of approximately 
$4,790 and $4,283 I respectively, which carries forward indefinitely. 
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Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided. in part, 
based upon the fact thal it is presently uncertain whether such asset will be realized. The resulting net 
deferred tax asset at December 3 1. 2006 and 200.5, is approximately $4.790 and $4.283, respectively, 
which represents the alternative minimum tax credit carryforward, against which no allowance has been 
provided. 

8. POWER PURCHASED 

In accordance with the L,ease Agreement, Big Rivers supplies all of the members’ requirements for 
power to serve their customers, other than the Aluminum Smelters. Contract limits were established in 
the Lease Agreement and include minimum and maximum hourly and annual power purchase amounts. 
Big l v e r s  cannot reduce the contract limits by more than 12 MW in any year or by more than a total of 
72 MW over the lease term. In the event Big Rivers fails to take the minimum requirement during any 
hour or year, Big Rivers is liable to LEM for a certain percentage of the difference between the amount 
of power actually taken and the applicable minimum requirement. 

Although Big l v e r s  will be required by the L,ease Agreement to purchase minimum hourly and annual 
amounts of power from L,EM, the lease does not prevent Big Rivers from paying the associated penalty 
in certain hours to purchase lower cost power, if available. in the open market or reselling a portion of its 
purchased power to a third party. The power purchases made under this agreement for the years ended 
December 31,2006.2005, and 2004, were $97,999, $96,795, and $89,696, respectively, and are 
included in power purchased and interchanged on the statement of operations. 

9. PENSION PLANS 

Big kvers has noncontributory defined benefit pension plans covering substantially all employees who 
meet minimum age and service requirements. The plans provide benefits based on the participants’ years 
of service and the five highest consecutive years’ compensation during the last ten years of employment. 
Big Rivers’ policy is to fund such plans in accordance with the requirements of the Employee 
Retirement Income Security Act of 1974. The plans are measured as of December 31,2006 and 2005. 

At December 3 1 2006 and 2005, the following is an assessment of the Company’s noncontributory 
defined benefit pension plans: 

2006 2005 

Projected benefit obligation 
Fair value of plan assets 

Funded status 

$ (17,464) $ (16,550) 
16,416 11,868 

$ (1,048) $ (4,682) 

The accumulated benefit obligation for all defined benefit pension plans was $12,421 and $1 1,426 at 
December 3 1 ~ 2006 and 2005, respectively. 

At December 3 1,2006 and 2005, amounts recognized in the statement of financial position are as 
follows : 

2006 2005 

Prepaid benefit cost 
Accnied benefit liability 

Net amount recognized 
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Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, for the 
years ended December 3 I ,  2006,2005, and 2004, were as follows: 

2006 2005 2004 

Benefit cost 
Employer contribution 
Benefits paid or transferred 

$1,167 $1,158 $ 954 
4,684 921 843 

852 1,757 103 

Assumptions used to develop the prqjected benefit obligation were as follows: 

2006 2005 2004 

Discount rates 
Rates of increase in compensation levels 
Expected long-term rate of return on assets 

5.7.5 % 5.75 % 5.75 % 
4.00 4.00 4.00 
7.25 7.2.5 7.50 

The expected long-term rate of return on plan assets for determining net periodic pension cost for each 
fiscal year is chosen by the Company from a best estimate range determined by applying anticipated 
long-term returns and long-term volatility for various asset categories to the target asset allocation of the 
plans, as well as taking into account historical returns. 

Using the asset allocation policy adopted by the Company noted in the paragraph below, we determined 
the expected rate of return at a 50% probability of achievement level based on (a) forward-loohng rate 
of return expectations for passively-managed asset categories over a 20-year time horizon and 
(b) historical rates of return for passively-managed asset categories. Applying an approximately 
80%/20% weighting to the rates determined in (a) and (b), respectively, produced an expected rate of 
return of 7.2896, which was rounded to 7.25%. 

The general investment objectives are to invest in a diversified portfolio, comprised of both equity and 
fixed income investments? which are further diversified among various asset classes. The diversification 
is designed to minimize the risk of large losses while maximizing total return within reasonable and 
prudent levels of risk. The investment objectives specify a targeted investment allocation for the pension 
plans of up to 5.5% equities. The remaining 4.5% may be allocated among fixed income or cash 
equivalent investments. Objectives do not target a specific return by asset class. These investment 
objectives are long-term in nature. As of December 3 1, 2006 and 200.5, the investment allocation was 
0% and 56%, respectively, in equities and 100% and 44%, respectively, in fixed income. This temporary 
departure from the above investment ob,jectives reflects the process of transferring to a new investment 
advisor. 

Expected retiree pension benefit payments projected to be required during the years following 2006 are 
as follows: 

Years Ending December 31 Amount 

2007 
2008 
2009 
2010 
201 1 
20 12-20 16 

$ 488 
1,104 

803 
1,346 
1,220 

12,343 

To tal $ 17,304 
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In 2007, the Company expects to contribute $1,111 to its pension plan trusts 

10. FAIR VALIJE OF FINANCIAL, INSTRUMENTS 

The carrying value of cash and cash equivalents, accounts receivable, and accounts payable approximate 
fair value due to their short maturity. 

The fair value of restricted investments is determined based upon quoted market prices and rates. The 
carrying value of the investments is recorded at accreted value and the terms of the investment are 
within Note 4. The estimated fair values of the restricted investments are as follows: 

2006 2005 
Carrying Fair Carrying Fair 
Amount Value Amount Value 

Restricted investments $186,690 $233,418 $180,650 $236,571 

It was not practical to estimate the fair value of patronage capital included within other deposits and 
investments due to these being untraded companies. 

It was not practical to estimate the fair value of long-term debt due to Big Rivers’ inability to obtain 
long-term debt from outside parties. 

11. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS 

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses. As 
of July 1,2001, Big Rivers pays 85% of the cost from age 62 to 6.5 for all retirees. For salaried 
employees who retired prior to December 31, 1993. Big Rrvers pays 100% of Medicare supplemental 
costs. For salaried employees who retire after December 31, 1993. Big Rivers pays 25% plus $25 per 
month of the Medicare supplemental costs. 

On December 8,2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 
(the “Medicare Act”) was enacted. The Medicare Act created Medicare Part D, a new prescription drug 
benefit that is available to all Medicare-eligible individuals, effective January 1, 2006. National Rural 
Electric Cooperative Association (“NRECA”), the provider of Big fivers’ health plan coverage through 
the NRECA Group Benefits Trust, chose to become a Medicare Part D provider. Effective January 1, 
2006, Part D coverage is the only drug coverage available to Big Rivers’ Medicare-eligible retirees. 

The discount rate used in computing the postretirement obligation was 5.75% for 2006 and 2005. A 
health care cost trend rate of 9% in 2006 declining to 5.5% in 201 1 was utilized. 

An assessment of the Company’s Postretirement plan at December 3 1,2006 and 2005, is as follows: 

2006 2005 

Total benefit obligation 
Unfunded accrued postretirement cost 

$ (2,695) $ (3,339) 
(3,787) (3,755) 
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The components of net periodic postretirement benefit costs for the years ended December 3 I ,  2006, 
2005, and 2004, which are calculated based on actuarial assumptions at January 1, were as follows: 

2006 2005 2004 

Benefit cost 
Benefits paid 

$ 241 $ 286 $ 310 
17 1 216 188 

Expected retiree benefit payments projected to be required during the years following 2006 are as 
follows: 

Year Amount 

2007 
2008 
2009 
2010 
201 1 
20 12-20 16 

Total 

$ 153 
142 
162 
184 
199 

1,246 

$ 2,086 
P 

In addition to the postretirement plan discussed above. in 1992 Big Rivers began a postretirement 
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement 
or death. To the extent an employee’s sick leave hour balance exceeds 480 hours such excess hours are 
paid at 20% of the employee’s base hourly rate at the time of retirement or death. The accumulated 
obligation recorded for the postretirement sick leave benefit is $294 and $270 at December 3 1.2006 and 
2005, respectively. The postretirement expense recorded was $44. $27, and $28 for 2006,2005, and 
2004, respectively, and the benefits paid were $20, $16. and $-0- for 2006.200.5, and 2004. respectively. 

12. BENEFIT P L A N 4 0 l ( k )  

Big €hers has two defined contribution retirement plans covering bargaining and salaried employees. 
Big Rivers matches up to 60% of the first 6% of eligible employees’ wages contributed. Employees 
generally become vested in Company matching contributions based upon years of service as follows: 

Years of Vesting Service 

1 
2 
3 
4 
5 or more 

Vested 
Percentage 

20 % 
40 
60 
80 

100 

Employees are also permitted to make pre-tax contributions of up to 75% of eligible wages. Big hvers’ 
expense under this plan was $193, $178, and $168 for the years ended December 31.2006,2005, and 
2004, respectively. 
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13. RELATED-PARTES 

For the years ended December 3 1.2006.2005, and 2004 Big kvers  had tariff sales to its members of 
$108,737, $109.439, and $10.5,004. respectively. In addition, for the years ended December 3 1,2006, 
200.5. and 2004, Big Rivers had certain sales to Kenergy for the Aluminum Smelters and Weyerhaeuser 
loads of $57,374, $46,372. and $43,017, respectively. 

At December 31,2006 and 2005, Big Rivers had accounts receivable from its members of $13,015 and 
$12,872, respectively. 

In October 2005, Big Rivers made a lump sum payment of $221 to Kenergy for the lease of office space 
in a building owned by Kenergy. The charge for the lump sum payment was deferred and is being 
amortized over the life of the agreement. 

14. COMMITMENTS AND CONTINGENCIES 

Big Rivers is involved in litigation arising in the normal course of business. While the results of such 
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that 
the final outcome will not have a material adverse effect on the financial statements. 

15. SUsSEQUENT EVENT 

The Big Rivers board of directors adopted resolutions on February 23,2007, authorizing management, 
among other things. to execute a Transaction Termination Agreement Among Big kvers Electric 
Corporation. LG&E Energy Marketing Inc., and Western Kentucky Energy Corp. (the “Termination 
Agreement”). The Termination Agreement establishes the terms on which Big Rivers. on the one hand, 
and LG&E Energy Marketing Inc. and Western Kenlucky Energy Corp. on the other hand. agree to 
terminate a series of contractual relationships established in 1998 under which, among other things, 
LG&E Energy Marketing Inc. and Western Kentucky Energy Corp. currently lease and operate the 
generating units owned or previously operated by Big Rivers, and sell power to Big hvers  to use in 
meeting the requirements of its system. Those resolutions additionally authorize management to sign 
various agreements under which Big Rivers agrees to sell its member, Kenergy Corp., 8.50 MW in the 
aggregate for resale to Alcan Primary Products Corporation and Century Aluminum of Kentucky 
General Partnership, contingent upon the closing of the transaction contemplated in the Termination 
Agreement. 
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OATH 

B i g  Rivers E l e c t r i c  C o r p o r a t i o n  
(Exact iegal titie or name of respondent) 

that it is herlher duty to have supervision over the hooks of account of the respondent and to control the manner 
in which such books are kept: that heishe knows that such books have, during the period covered ay tne 
foregoing report, been kept in good faith in accordance with the accounting and other orders of the Pubiic Service 
Commission of Kentucky, effective during the said period; that heishe has carefully examined the said report and 
to have the best of hisiher knowiedge and beiief the entries contained in the said report havs. so far as they relate 
to matters of account, been accurately taken from the said books of account and are in exact accordance 
therewitn; that heishe believes that all other statements of fact contained in the said report are true; and that the 
said report is a cxlrrect and carnpiete statement of the business and affairs of the above-named respondent during 
the period of time from and incitiding 

subscribed and sworn to before me, a L- . in and for 

,20n“. 
*/; 

d 
tne State and County named in the above this 9% day of b LL/v 

1 

(Apply Seal Here) 

[Persons making willful fabe statements in this report may be punished by fine or imprisonment under 
KRS 523.040 and 523.100.1 
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BIG RfVERS ELECTRIC CORPORATION 

NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31,2006.2005. AND 2004 
(Dollars in thousands) - .- 

1. ORGANIZATION AND S W a R Y  OF SIGNIFICANT ACCOUNTING POLICIES 

General .irzfornzarioiz-Big Rivers Electric Ca-poration (“Big Rivers’‘ or  tile “Compan~~”). an eiecrric 
generation and transmission cooperative. supplies whoiesaie power. 10 its three member dis~ributioii 
cooperatives Kenergy Corp.. Jackson Purchase Energy Corporation. and Meade Counn, Rural Electric 
Cooperative Corporationj under all requirements contracts. excluding the power needs of two iarpe 
aluminum smelrers (the “Aluminum Smelrers”). sells surplus power under separate contracts 10 I<ener$s 
COT. for a portion of the Alunlinuni Smelrers load. and markets power tn nonniember utilities and 
power mariterers The members provide electric power and energy to inausrrial, residerizia!. a i d  
commercial customers located in portions of 22 western 1ii.enmclqi counties The wholesale power 
contracts with the members extend to January 1. 3,073. Rates to Big Rivers‘ members are established Py 
the KentucL? Public Service, Conmission (“KPSC”) and are sub.ject to approval by the Rural Utilities 
Service (“RUS”). The financial statements of Big Rwers inchide tiie provisions of Statement of 
Financial Accounring Standards (“SFAS”) No .  7 1. Accaurziing~fur- the Efi2e.r~ qf Cermzn Types q j  
Regularion. which was adopted by the Company in 3,003. and gives recognition to the ratemaking and 
accounting practices of these agencies. 

‘in 1999. Eiig Rivers Leasing Corporatioil (“BRLC”‘, was formed as a wiioljy-owned subsidiary of Big 
hvers.  BRLC’s principal assets are the restricted invesrments acquired in connection with the 3000 
sale-leaseback trmsaction discussed ir, Scte 4 

Princi,nies of Consolidmion-The financial statements of Big Rive1 s include the accounts of €31: Rivers 
aid its wholly owned subsidiary. B U C  All significant intercompany transacrions have been 
elirmnaied 

Estintates-The preparation of the financial statements in conformity with accounting principles 
geiierally accepted in the Umted States requires management to inake estimates and assuniptions that 
affect the reported amouiits of assets, liabilities. revenues and expenses, and disclosure of contingent 
assets and liabilities The estimates and assumptions used in the accompanving financial statements are 
based upon management’s evaluation of the relevant facts and circumstances as of the date of the 
financial siatemeiits Actual results may differ from thosY estimates 

S-vstem of Accounrs-Big Rivers ’ accrual basis accounting ~olicies follow the Tjniforni Sysleni of 
Accounts as prescribed by the RUS Bulletin 1767B-1. as adopted bv the 1;PSC The replatoq. agencies 
retam authority and periodicall>, issue orders on various accounting and ratemalung matters 

Revenue Reco,rrrzitior?-Reveniies generated from the Compan! . s whoiesale power contracts are based 
on iiionlh-end meter readmgs and are reco-mized as earned Ln accordance with SFAS ho 13 
Accouizting for Leases. Big hvers’  revenue from the Lease kgreenienr is recopzed on a srra~gh!-line 
basis over the tern1 of the iease The maior components of this iease revenue include the annual lease 
payments and tile Monthly IUfargm Paments (described in Note 2) 
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lii conlunctioii with the Lease Agreement. Big Rivers expects to realize the nunimum lease revenue for 
the vears eiiding December 7 1. as follows 

Amount 

200 '7 

200s 
2009 
201 0 
2.01 1 
Thereafrer 

Utiiitji Plant and De~i.eciation-Utilit~~ plant is recorded at origmai cost, whch includes the cost of 
contracted services. marenals. labor. overhead. and an allowance for borrowed funds used dunng 
construction Replacements of depreciable propeny units. except nunor replacemenrs are charged 10 
utility Dlant 

Allowance for borrowed funds used aunny construction is included on projects with an estimated total 
cost of $250 or moIe before consideration of such allowance The merest capitalized IS detemmed by 
applvine the effective rate of Big hvers '  weighted-average debt to the accuniuiated expenditures for 
qualifying pro] ects included in constniciioii in progress 

hi accordance with the terms of the Lease Agreement. the Company generally records capita! additions 
for incremental Capital Costs and Nonincremental Capital Costs expenditures funded D Y  E ON T J.S 
(formerhi LG&E Energy Cornoration) as utility plant to which the Company maintains title .4 
corresponhg obligation to E.ON 1J.S is recorded for the estimaied ponioii of these additions 
attributabie tci the Residual Value Pavnienrs I see Note 21 A portion of this obligation is amortized to 
lease revenue over the useful life of those assets during the remaining lease term For the years enaed 
December 3 1. 2000 and 2005. the Companv has recorded $7.221 and $0.986. respectively. for such 
additions in utilitl. plant The Company has recorded $6,187. $5.969. and $5.077 in 2006. 2005. and 
2004. respectivelj . as related lease reveiiue in the accompanviiig financial siatements 

Ln accordance with the Lease Agreement. and in addition to the capital costs funded by E O N  1J.S [see 
Note 2) that are recorded bv the Company as utihty plant and lease revenue. E.ON 7J.S aisn incurs 
cenaiii Nonincremeiital Capital Costs and Major Capital hprovements (,as defined in the L,ease 
Agreement) for which they forego a Residual Value Pavment by Big Rivers upon lease termination 
Such amounts are not recorded as utiiiry plant or lease revenue b!; the Company. At December- 31.2006. 
the cumulative Noniiicreniental C,apital Costs amounted to $6.6 1 8 (unaudited). 

E OH 1j.S is also in the process of constructing a scrubber (Malor Capital Improvement) on Big Rivers' 
Coleman plant First operation at the Coleman umts occurred in Februaq 2006 while commercial 
accepmnc:: IS anticipated to o c c u  ~ i i  March 200' The uroiect is expected to be comdeted in the tinird 
auaner 01'200' at a cost of $98.000 (unaudited). none of which IS expected to be recoraea as unlin~plant 
or lease revenue 



Depreciation of urility plant 111 service IS recorded using the straight-line method over the estimated 
remaining service lives. as approved by the RUS and KPSC The annual composite rieureciation rates 
used to compute depreciation expense were as follows 

Electric plant-leased 
Transniission plant 
General plant 

For 7-006 1005. and 2004 the average composite depreciation rates were 1.86"h. respectiveh At the 
time p h i  is disposed of. the original cost plus cost of removal less saivage value of such plant is 
charged to accumulated depreciation as required r y  tne RUS 

z'nzpairnzem Xeview qf Long-Lived Assem-Long-lived assets are reviewed as facts and circumstances 
indicate that the carrying amount may be impaired This revlev' is performed in accordance with SFAS 
E i c  1 4 ,  Accot::zling rj:" T ~ C  l m p ~ i r n i ~ ~ ~  01 Disposal c:Lol2g-Liid. ASSCU SFAS NO 1AA esial~llshes 
one accounting model for all impaired long-lived assets and long-iived assets to be disuosed ol" by sale 
or otherwise SFAS No 144 requires the evaluation for impairment involve the cornpanson of an asset's 
carrylng value to the estimated future cash flows the asset is expected to generate over 11s remaiiung hie 
If this evaluation were to conclude that the carving value of the asset is impaired, an impaimient charge 
would be recorded based on the difference Detween the asset's carrving amount and its fair value [less 
costs m sell for assets to be disposed of by sale) as a charge to operations or discoixiniied operations 

Restricted r~zvestnzsna- vestments are restricted under contractual provisions related to the sale- 
leaseback transaction discussed in biote 4 These investments have been classified as held-to-marurit!* 
and are camed at amortized cost. 

Cadi and Caslz Equivaienrs-Big bvers  considers all short-term. highl~4iquid investments with 
ongmai maturities of h ree  moncns or less IO be cash equivalents 

Income Taes-As a taxable cooperative.. Big Rivers is entitled to exclude the amount of patronage 
allocations to members from taxable income Income and expenses reiated 10 nonmember operations are 
taxable to Big Rivers Big Rivers and BRLC file a consoiidated Federal income tax renirn and Big 
Rivers files a separaLe I<enmch2r income tax return 

Patronage Capital-As provided in the bylaws. Big Rivers accounts for each year s patronage-sourced 
income. both operating and nonoperating. on a patronage basis hotwithstanding any other provision of 
the bylaws. the amount to be allocated as patronage capid for a grven vear shall not b:: less than the 
Fearer of regular taxable patronage-sourced income or altemarive rm~xrnuni taxable patronage-sourced 
income Dunng 2006. the Company made a parronage allocation LO its three member disrributioii 
cooperawes in accordance with its bylaws of $8.607 Dunng 2005. the Company was not rewired to 
make a patronage allocation to its three member cooperatlves in accordance wrth its bvlaws hi 7-00?. the 
CornpanTf anticipates making a patronage allocation to its members based on such caiciiiations for tax 
year 2006 of approximately $27.760 

Derivative+-Managenient has reviewed the requirements of SF AS No 13.3. k c c o u m g  611~ Derivatrvc 
1nstrunzenis and Hedgzng Acnvzties. as amended and interpreted. and has deterniined that all contracts 
meeting the defimtion of a derivative also qualify for the normal purchases and sales exceprion undei 
SFAS 1%) 133 The Company has elected tine Normal Purchase and hormal Sale exceprion for these 
contracts and. therefor-,. the contracts arz nor required to be recowzed a: fair value in tne financial 
statenienrs 
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R;ew Accounting Proi~oui~e~neiz t s -  In June 2006. the Financial Accounting Standards Board 
(“FASB”‘) issued FASB Interpretation No 48. Accnwztiizg for Uiecer’tailetv in  Irzconze Taxes. an 
Iizierpi-eiaizoi? qf FASB Siaiemzeizt IVo 105 (“FIN 48”’). FIN 48 clarifies the accounting for uncertainty in 
income taxes by prescribing the recognition threshold a tax position is required to meet before being 
recognized in the financial statements. It also provides guidance on derecognitioii. classification. interesi 
and penalties. accounting in interim periods. disclosures and transition The cumulative effects. if any. of 
applvins FIB 4s will be recorded as an adjustment to retained earnings as of the beginning of tile period 
o i  adoption. FIN 48 is effective for fisca! years beginning afiei. December 15. 2006. The Cornpaiiy is 
currently evaluating the effect that the adoption of FIN 48 will have on its resulrs of operations and  
financial condition but has not ver determined the impact the adoption will nave on tne C,oInpan> 

In September 2006. the FASB issued FASB Statement No 15-. Faw Paltie Measicl-cnzeizts I“SFP,S l\ia 
157”) SFAS No 15’7 defines fair value. establishes a franieworl, for measunng faii value and expands 
disclosures about fair value measures It applies under other accounting pronouncements that require or 
peniut fair value nieasui einems and. does noi require any new Fair value measurements SFAS ? io  i 5 ‘7 is 
effective for fiscal vears b e p m q  after November 15. 2007 The ComDany is currently evaluating the 
effect that the adoprion of SFAS s o  157 will nave on its results of operations and finmclai condition 
and does not expect the adoption will have a si-gnificaiit inipacl on the Company 

In Seprember 2006, the FASB issued FASB statement KO 158. Emplovers ’ Accouniiiig  hi. Der’iized 
Benefzf Perzsioii and Other. Posireiirenzeizt Plaies (YFAS No. 158”)” SFAS No 158 improws fiancial 
reporting by requiring an employer to reco-pize the overfiinded or underfunded status of a defined 
benefit. postretirement plan (,other than a multiemployer plan) as an asset or liabiliry iii its statement of 
financial position and to reco-mize changes in the funded status in the year in which the change occurs 
through comprehensive income of a business entity It also requires an employer to measure the funded 
status of a plan as of its vear-end statement of financiai position, with limited exceptions. SFAS No.  15 8 
is effective for fisc.21 wars enciinrr a5er.ime 15. 200‘7. The Conipmy is currently evalixxine the effect 
that the adoption of SFAS No. 158 will have on its results of operations and financial conditioii but 
cannot readil!) d e t e r n ~ e  whether the adoption will have a si-gnificant impact on the Company. 

1. LG&E LEASE AGREEMENT 

On JuI j~  15. 1998 (“Effective Date”). a lease was consummated (“Lease Agreement”), whereb!~ Big 
Rivers leased its generating facilities tn VY estern I<enniclni Energy Corporation I“V\I?;EC”). a who11 j 
owned subsidiary of E O N  U.S Pursuant tn the Lease Agreement, WKEC operates the generating 
facilities and maintains title to all energy produced Throughout the lease t e n .  in order ior Big Rivers to 
fUlrT111 its obligation to supply power to Its members. the Company purchases substantially all of ILS 

power requirements from LG&E Energy Marketing Corporation (“LEM”). a wholly owned subsidiary oi 
E ON U S., puIsuant to a power purchase agreement 

Big Rivers continues to operate its transmssion facilities and charges LEh4 tariff rates for deiiverv o i  
the energv produced by W E C  and consumed bv LEA4 s customers The si-gnificant terms of tne Lease 
Agreernmt are as follows 

I M X E G  leases and operates Big Rivers. generation facilities through 2 0 2  

TI Big Rivers retains ownerstup of the generanon facilities botli during and a1 the end of the lease 
tern. 

111 RKEC p a x  Big h v e r s  an annual lease payment of $30.965 over the lease tern?. subleci to certain 
adjustments 



n’ On the Effective Date, Big Rivers received $64.100 representing certain ciosing pavmeiits and the 
firs1 two years of the annual lease payments In accordance with SPAS No 13. Ac~oiiizizi7g i o /  
Leases, the Company amortizes these payments to revenue on a straight-line basis over the life o i  
tlne lease 

1’ Big Rivers continues to provide power for its members. esciuding the member ioaas serving the 
Alunlinum Smelrers. through its power purchase agreements with LEIvi and the Soufneasteni Power 
.4dniristratiol;. based oii a prc-dereiinined inaximuni capac,iry When ec.ononllcaliy feasibis. the 
Compan!, aiso obtains the power necessary to supply its iiieniuer loads. excluding tile Aluninun: 
Smelrers. in the open market ILenerg! Corp “s  retail servicc ior tile Aiunimirn Smelters is served 
by L,EM and other third-parry providers that ma\? include Big R.ivers To the extent tile power 
purchased from LEM does not reach pre-detennined minimums, the C.onipany is required 10 pa! 
certain penalties Also. to the extent additional power is availabie TO Big Rivers under the LEM 
conrract. Big Rivers ma!’ sell to nonmembers 

VI LEM will reimburse Big Rivers an additional $?.5.S7(l for the margins expected from the Aluniiiium 
Smelters through 201 1. being defined as the net cash flows tnat Big Rivers anticipated receiving if 

the Conipany had continued to serve the Aiumllun: Smelters‘ load. as filed m t‘ne Rate Heanng 
(the “Monthly htargn Paynients”’i 

VI1 w I ; E C  is responsible for the. operating costs of the generation faciliries: however. Big Rivers is 
partially responsible for ordinary capital expenditures (“’Nonincremental C.apiral Costs”) for the 
generation facilities over the term of tlie Lease hgreenient: generally up to predetermined amiual 
amounts. This cumulative amounr is not expected to exceed $1 48.000 over the entire 15-1!1 year 
Lease A.yreenient At the end of the lease term, Big Rivers is obligated to fund a “Residual Value 
Payment” to E O N  US. for such capital additions during the lease. currently estimated to bc 
$ 125.880 (see Note 1 ). Adjustments to the Resiaual Value Payment will be made based upon actual 
capital expenditures. kcidirionaiiy, ‘WKEC wiil maice. required capirai improvements to tne facilities 
to comply with a new law or a cnange to existing law (“lncremenral Capital Costs”) over the iease 
life f the Company is partially responsible for such costs ?Oo/ij though 20 10 I and tine Company will 
be required to subnzit another Residual Vaiue Payment xo LBC for the unaepreciated value oi 
WICEC’s 8O0h share of these costs. at tlie end of the lease. currentlv estiniated to De $15.1577 ‘The 
Company will have title to these assets riuring the lease and upon ieasz ternination 

VI11 Big Rivers entered into a note payable with LEM for $1 9.676 (the “LEh4 Settlement Note”) to be 
repaid over the teIm of the Lease Agreement. which bears interest ;li 890 per annum. in 
consideration for LEM‘s assumption of the risk related to unforeseen costs with respect to ~ o w e i -  to 
be supplied to the Alumnurn Smelters and the increased responsibilirv for financing capital 
improvements The Cornpang recorded t h s  obIigatioi1 as a componenL of deferreo charges with t h e  
related payable recorded as long-term debt in the accompanving balance sheets Tms deferred 
charge is being amortized on 2 straighl-line basis over thc lease term 

LT; On the Effectjve ! h e .  3ig  Rivers paid :i nonrekndabie marketing paynenr of  55.933 to LEI& 
whch has been recorded as a component of deferred charges. Thus amount is being amortized on a 
straight-line basis over the iease terni 

X During the lease rerni. Big Rivers will be entitled to certain “billing credits“ agains: amounts the 
Company owes LEM under the Dower purchase agreement Each month durmg the first 55 months 
of the leas:. term. Big f ivers  received a credit of $89 For the year 201 1. Big Rivers will receive a 
credit of $2.61 1 and for the years 201 2 tnroiigh 2073. the Companv will receive a credit of $4.1 11 
annuall> 



Ln accordance with the power purchase ageenienr with LEX4. the Company is allowed to purcnas:: 
power in the open marker rather than fi-om LEM. incurring penalties when the power uurchased from 
LEN does not meet certain mnimuni levels. and to sell excess powei (power not neeaed to suppl~ ITS 

lurisdictionai load) in tlie open maIltet I collecrivel\t referred to as “Arbitrage”) Pursuant to the h e n  
RUS Proriusson Note and the RUS AFtVP sot:: the benefit. net of ta?,, as defined derived from 
Arbitrage must be divided as follows one-thrd adlusted for capital exoenditures. will be used to malce 
principal pavinenrs oil the New R U S  Prormssonr Nore. one-third vir111 be used IO make prmciua! 
payxiits  on the RUS 4RVP Note and the remaining value ma! be retained by  thc Gomuan\ 

Management is of the opinion thai the Company is in compliance with all covenants of t ie  Lease 
Agreement 

2006 2005 

Ciassified plant in service 
Electric plani-leased 
Transmission plant 
General plani 
Other 

Less accumulated depreciation 

$ 1.506.82 S; 1 497.019 
70 S .? 60 202.927 

15.581 14.819 
6’ 67 

1.731.230 1.71 4.850 

S26.647 798.484 

904,583 916.166 

-- 

Construction in progress - 13.085 13.706 

Interest capitalized for the years ended December 31. 2OM. 1005. and 2004 was $236. $1 60. and $221. 
respective] j 

The Company has not identified any material legal obligations. as defied in SFAS K O  143. Accotmng 
{or. Asser Renrenzeizt Ohirgatior?s. which was further mterpreted by FASB Interpretation N o  4‘. 
Accaurznrzg fur. Conditional Asset Aenr.enzent Obiiganoizs In accordance with regularon‘ treatment the 
Companv records an e s tmted  ne1 cost of removal of its utihty plant through normal depreciation As of 
December 3 i. 2006 and 2005. the Company had a replatory Iiabihry of approximatels 226.670 and 
$23.6 14. respecnvel> . related to nonlegal removal costs included in accumuiated depreciation 

4. SALE-LEASEBACK 

On April 18. 2000. the Company completed a sale-leaseback of two o€ its utility planrs. inciuding the 
related facilities and equipment The sale-leaseback provicies Big Rivers z $1 .089.00C fixed price 
purchase opnon at the end of each lease Tern1 17.5 and 27 vears) which. together with hmre contractual 
imerest receipts. will be fully funded 

T h s  transaction has been recorded as a financing for financial reporting purposes and a sale for Federal 
income t u  purposes In connection therewith. BIZ hvers  received $860.676 of aroceeris and incurred 
S;?Q 1.676 of reiated obiigations Pursuani to a payment undertaking agreenieiit with a financial 



institution. Big R.ivers effectively extinFiished $656.029 of tnese. obligations with an equivaient ponio11 
of the proceeds The Company also purchased investments with an inirial value of $146.647 to fund the 
remaining $135 597 of the oblisations. These amounts are refiected as restricted investments under long- 
tenn lease and obligations related to long-term lease in the accompanying balance sheets Interest 
received and paid will be  recorded zo these accounts over the life of the, lease Currentlj,. the Coniuany is 
paying 7..5?O,O inreresr on its obligations relaxed to longremi lease and receiving 6.8900 on irs related 
investments. The Company made 2 $64.000 principal pavmenl on the New RIJS Promissory Note with 
th:: remaining proceeds The S''5.0.50 gain was deferred and will be amonized over the respective lease 
temis. of which the Cmipany recognized S2.881. $2.856. and $3.824, in 2000. 2005. and 2004. 
res.t;ecrivel;;. Principal pa>ments begin in 2009 

.Amounts reco-mized in the statement of financial posicion relared ro the sale-leaseback as of 
Deceniber 3 1. 3,006 and 3,002. are as folloars 

2996 2005 

Restricted investments under. long-tern1 lease 
Obligations related to long-term lease 
Deferred gain on sale-leaseback 

S, 186.690 S; 180.650 
1 77.3 10 170.0V 

56.3 80 59.262 

Amounts reco-pized in the statement of operations related to the sale-leaseback for the vears ended 
Decenzber 31. 3,006, 2005. and 2004. are as follows 

Powei conzracts revenue (revenue discount 
adjustmeni-see 'ruote 6 )  

2006 

5 (3.680) 

hiterest on obhganons related to long-term lease 
lnterest expense 11.386 
k m o r t i z ~  pain on sale-ieasebacl (2.881) -- 

her  interest on obligations related 
to long-term iease 9.505 

Interest income on restricted invesznients under 
long-terni lease 11.060 

Interest income and other (CoBank patronage allocation) 777 

2005 

5 (3.680) 

11.96i 
(2.856) 

0. I 0" 

2004 

5 13.6801 

11.548 
(2.823 1 

8.725 

11.178 

66 1 
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5 .  DEBT AND OTHER LONG-TERM OBLIGATIONS 

A detail of long-tern? debt at December 3 1. 2006 and 2005. is as follow 

2006 

Kea! RUS Promisson> Note. stated amount oi. $803.601 state6 
iriteresr rate of 5 75% with an interesr late of 5 SI 4~ 
maruniig July 2031 s 7 Q ? ~ 7 F O  

RUS ARVP Tiote. stated amount of S?il.3,1.5. no stated interesi 
rate. with interest imputed a1 5 S l  4,. matunng Deceniber 20? 94.391 

LEM Settlement Note. interest rate of 8 0%. pavabie in month!], 
installments through July 7,032 16.70‘7 

County of Ohio, I<entiicky. promissory note. variabl, mterest raw 
(average interest rat:: of 3 4% and 2 46% in 2000 and 2005. 
respectively). matunng 111 October 207-2 83.300 

County of Ohio. K entuclqr. promissor?’ note. vanable interest rate 
I average interest rate of 3 49% a n d  2 4690 in 2006 aiid 2005. 
respectively). matunng in June 201.7 58.800 

Total long-term debt 1.052.987 

Current maturities 11.912 

Voiuiitar\T prep aynient 

Total long-term debt-net of current maturities and prepayncnt s; l.04l.075 

The following are scheduled maturities of long-tern1 debt at December 3 1 

Year 

3007 
200 8 
2009 
201 0 
201 1 
Thereafier 

Total 

2005 

s 80S.09.ii 

9Li.347 

17.173 

83.300 

58.800 

1.057.714 

465 

10.40.? 

S; 1.046.846 

&mount 

Eh 11.912. 
39,171; 
39.230 
41.286 
47,345 
874.036 

S; 1.052.98’7 

X U ,  fio~:--CJii J u l ~  15. 1 991. Big P.ivers recorded the New RUS Promssory lu’ote and the RUS 
AIIVP Eore at fair value using the applicabie market rate o€ 5.81’/0 The RTJS biotes are collateralized by 
substantial!!, all assets of tne Cornpan\, 



Pollutioii Control Bonds-The Countv of Ohia. I.eiituclq. issued $S!..?C)O of Pollurion Control Penodic 
Auction Rate Securities. Series 2001 the proceeds of wliich aie sipponed lxr a pronmon' note from 
Big Rivers. wmch bears the same interest rate These bonds bear interesr at a vanable rate and mature in 
October 2022 

The County of Ohio. Kentuciq . issued %.-SS.ECOO of Pollution Control Variable R.are Demand Bonds. 
Series 1983. fhe proceeds of which are supported by a pronzissory note from Big Rivers. wiiich bears the 
sanx interesr rare as the honds T'hes:: bonds bear inrerzst ai a variabl? rate and iiiature in June 301 .? 

The Series 1983 honds are supported bl.1 a iiauidiry faciliI>r issued i7y Credit Suisse. First Boston which 
was assigned to Dexia Credir in 2006 Both Series are supported by niuiicipal bond insurance and surer!' 
policies issued by .4mbac Assurance Corporarioii Eig Rivers nas agreed to reimbu-se Fmbac Assurance 
Cmporation for any pavrnents under the municipal bond insurance policies or the surety policies 

J.2.L- r cp~ Ti? ' ~ ~ t t ! ~ ~ ~ ~ ~ ~ ~ ~ , ~ ~ ~ ~ ~ - - 2 ~ ,  ;he E"- LIGCL;  ...-.- \!c L J ~ L C .  n--- Big R.ivers executed the Szttieineni l<o~e widi LZM The 

Settlement Note requires Big Rivers to pay to LEh4 $19.676, pius interest at 8'10 per mium over the 
lease terni. The principal and interest payment is approximately $1 . E 2  annually. Ths payment. is 
consideration for LEM's assumption of the risk related to unforeseen costs with respect to power 10 be 
suppiied to the Alunzinum Smelters and the increased responsibiiity for financing capital improvements 

Qtlzer Lmzg-Term Obiigations-Dunng 1997. Big Rivers tenmnared two unfavorable coal contracts In 
connection with that settlement. the Companvpaid $345. $351, and $351 dunng 2006.3005. and 2004. 
respectivei~~ A1 December 31. 2006. the Cornpan) has a remaimng Iiabihty of $92 pavabie over the next 
two vears. of which $47 is included in current inatunties oE long-temi obligations 

lLi7tes Pqebie-Notes pavable represent the Company's borrowing on its line of credn with the 
Nauonal Rural Utilities Cooperative Finance Corporation The maximum borrowing cauacily on thv 0 ' line 
of credit is El 5.000 Tnere were no amounn outstanding on the line of credir at rjecember 3 i . 2006 Tile 
h e  of credit bears interest at a vanabie rate E x h  advance on the h e  of credit. is payable withi? one 
vear 

6. RATE MATTERS 

The rates charged to Big Rivers' members consist of a demand charge per kV\/ and an energv cnarge per 
kWh consumed as approved by the ICPSC Tne rates include specific rate designs for its members' TWP 

classes of customers. the large industnal customers and the rural cusiomers unaer its iunsdiction For the 
iarge industrial customers. the demand charge 15 generallv based on each customer's maximum demand 
during the current month The remaimnp cusiomers demand charge is based upon the maximuni 
coinciaent demand of each member s deiiven' Doinis The demand and energy charges are no[ suolect rcl 
adjustments for increases or decreases in fuel or environmental costs Big Rivers' current r a m  will 
remain in effect until changed b)' the KPSC 

Effective since September 1.  2000 the KPSC has approve6 Rig R~verc '  request for c! $3.680 annuz! 
revenue discount adjustment for its members through Au-ms~ 3 1 2006. effectively passing thc benefil of 
the sale-leasebacl: transaction ( see Xote 4) to then1 Tile extent to which Big Rivers requests I Z S C  
approval to continue the adiustmeiit depends upon its planned environmental compliance costs and its 
overall financial condition In March 2007, Big Rivers plans to requesl the 1;PSC's approval to extend 
the adjustment through August 3 1. 2006 



7 .  INCOME TAXES 

The components of the net deferred tax assets as of December 31. 2006 and 2005. wereas fol1ows's 

Deferred tax assets 
Net operatmg loss carrvforward 
-4ltemative mnmium tax credit camiforwards 
Saie-ieaseback 
Ofher accruals 

2006 

s; 68.690 
1.79(1 

2.461 
130.591. 

Total deferred tax assets 

Deferred tax liabilities 
Lease ageement 
Fixed asset basis difference 

Total deferred tax liabilities 

Net deferred tax asset @re-valuation allowance) 

Valuation allowance 

get deferred tax asse1 

- 7 12.549 

(31.270~ 
(837) 

(33.097) 

1 9 0.4 5 2 

I1 85.662) 

s 4.790 

2005 

S 80.760 
4.28'. 

130.56S 
3.060 

11 7.686 

(15.395) 
(10.178 ) 

C 5 . 5 T )  

142.113 

I1 87.830) 

2 4.383 

Big Rivers was formed as a tax-exemDt cooperative organization described in Litemal Revenue Code 
Section SOlic)(l2i To retain tax-exempt status under this section. at least 85% of the Ei_s Rivers 
receipts must be generated froni iransaciions with the Cornpaw s members ln 19E3. sales to 
iionmembers resulted in Big Rivers failing to meet the Si? ,  requirement Ljntil Big Rivers can meet the 
85% member income requirement. the Comwn\r is a taxable cooperative Big Rivers is also sublect to 
Iientuclq income tar. 

Under the provisions of SFAS No. 100. Accouizting for iizco7nc Taxes. Big Rivers is required to record 
deferred tax assets and iiabilities for temporary differences between amounts reported for financial 
reporting purposes and aniounts reported for income tax purposes. The Company has not recorded any 
income tax expense for the years ended December 3 1. 2006. 2005 and 2004 as the Company has utilized 
federal net operating losses to offset any taxable income during those years. Wad the Company not had 
the benefit of a net. operating loss carryforward. the Chmpany would have recorded $10.599. $7.995. and 
$6.759 in current tax expense for the vears ended December 31. 2006. 2005 and 2004. respectiveiy 
Deferred tax assets and liabilities are determined based upon these temporary differenccs using enacted 
tax rates for the vear in which these aifferences are expected E reverse Deferred income tax expeiise or 
benefit is based on the change in assets aiid liabilities from period to period. subject to an ongoing 
assessment. of realization 

,4t December 3 1. 2006 and 2005 Big Rlvers had a nonpatron net operating loss carryforward of 
approximateiv $1 6'.551 and $196.998. respectivel).. for tax reponing purposes expiring through 201 3 
and an alternative mmmuni tax credit carryforward at December 3 1. 2006 and 3005 of approximatel-\ 
$4.790 and $4.3S3. respectively. which carnes forward indefinitel:, 



8. 

9 .  

Big Rivers has a nei deferred tax assel. asainsi which a valuaLion allowance has been provided. in par;. 
baseci upon tlie fact that it is presently uncertain whether such asset will be realized The 1-esulting ne: 
deferred rax assei at December 31. 2006 and 300.5. is approximate]!. $4.790 and $4.283" respectivei). 
which represents the alternative ninimuin tax credit carryi'orward. against wiich no allowance nas been 
provided 

POWER PIJRCNASED 

hi accordance with the Lease Agreement. Big h v e r s  suppiies all of tlie menliers' requirements for 
p m f e r  so s ene  their customers. other than the .4iurninuix Snielrer: Contraci limits were establisiied i~ 
the L,ease .*,greenieni and incluae nininiuni and inaxinium houri), and annual power purchase aiiiouiis 
Big Rjvers caimot reduce the contract iinliis bli more than I ?  MIA- ic an!. year or i7:~ more tnai; a rota1 0:' 

71 MW over tne lease tern?. In the event Big Rivers faiis to take tne nlrnimuni requirement during any 
hour or year. Big R.ivers is liable io LEh4 for a certain percentage of tlie difference between the amount 
~f jjowei acriiall ;.; taken and tiie applicabit: minimum requirement 

Although Big Rivers will be required by the Lease kgreemenr to purchase rmiiiniurn hourly and annual 
amounts of power from L,EhL the lease does not prevenl E12 'fivers from paving [ne associated peiialrv 
in cenain hours to purchase lower cost power. if available. in the open market or  reseliing a portion of its 
purchased power to a third party Tne power purchases made under t h s  agreement for the years ended 
December 31. 2006. 2005. and 2004. were $97.999. $96.795. and $89.696. respectively. and are 
included in power purchased and mterciianged on the statement of operations 

PENS108 PLANS 

Big kve r s  has nonconmbutonl defined benefit pension plans covenng substantiall\, all emdovees who 
meeT mmrnuni age and service requirements The plans provide benefits based on the participanrs vears 
of senwe and <ne five hgnesr consecutive years' compensation during <ne last ten years of empiomlent 
Big Rivers- polic~ IS to fund such plans in accordance with the requirements of the Employee 
Remement h o m e  Securig Aci of 1974 The plans are iiizasured as of December 3 1, 2000 and 7,005 

At Deceniner 3 1. 2006 and 2005. the following is an assessnieni or' the Companjr's nonconrriouton 
defined benefit pension plans" 

2006 2005 

Pro.; ected benefit obligation 
Fair value of plan assets 

S; (17.4641 S; (16.5%) 
16.41 6 11.868 

Funded status S ('1.048) S; (3.6871 

The accumulated benefii obligation for all defined benefit pension plans was $12.421 and $1 1.426 ai 
December 31. 2000 and 7,005.. respective]! 

At December 31. 2006 and 2005. aniouiits I-eco-pized in the statement of financial position are as 
i 0 l i O R J S  

2006 2005 

Prepaid benefit cost 
Accrued benefit liabilirj 

Ket aniouni recomized 



Net periodic, pension costs. ariiich are calculated based on actuarial assumptions ai January 1. for the 
vears ended December 31. 2006. 2005. and 2004. were as follows 

2006 2005 2004 1 

Benefit cost 
Einplover contrilmtion 
Benefits paid 01 transfened 

31.16'7 $1.158 $954 
4.684 42 1 843 

852 1 . I57 1 0.3 

Assumprions used to deveiop the projecred benefit obligation were as follows 

Dlscowit rates i ?5 0 , )  5 ' 5  (h 5.75 O h ,  

Rates of mcrease m compensation levels 4 00 400 4.00 
ExpecLed long-term rate of return 011 assets 7 25 7.25 7.50 

The expected long-temi rate or' return on plan assets for detenmmng net penodic pension cost for each 
fiscal year is chosen by tlie Company from a best estimate range deterrmned by applym; anticipated 
long-term returns and long-term voiatility for various asset categones to the target asse; aliocation of the 
plaiis. as well as tahng mto account hstoncal returns 

Usmg the asset allocation pohc~i adopted bv the Company noted in the paragraph beloil. we detemied 
the expected rate of return at a 50'h probabiliry of achevenienl level based on (a) forward-ioohnz rate 
of r e ~ ~ i  expectations for passivel! -managed asset categones over a 20-vear time horizon arid 
(b) histoncal rates of return for passivelj -managed asset categones Applying an approxllna~el~ 
S0°~o/7,00/~1 weighting to the rates aetemned 111 (a) and (b). respectively, produced an expected rate of 
retun of 7.28%. ~ h i c h  was rsrmded to " 2 5 0 , ~  

The general investment objectives are to invest in a diversified portfolio. comprised of both equitv and 
fixed income investnients. whch are iurther diversified among various asset classes The diversification 
is desi-med to nunimze the risk of large losses w h l e  maximzing total return within reasonable and 
prudent levels of nsk The investment ob, ectives specif!, a targeted investment aliocation for the pension 
plans of up to 55% equities The remaining 45% may be allocated among fixed income o r  cash 
equivalent investments Obiectives do not target a specific retum by asset class These investment 
oblectives are long-temi 111 name As of December 31, 2006 and 2005 the investment allocation was 
000 and 56% respectively. in equities and 100% and a4%. respectivelj . in fixed income Ths temporar! 
depanure from the above investment obiectives refiects the process of transfemnp to a new investment 
advisoi 

Expected retiree pension benefit payments projected to be required dunng the years following 2006 are 
as follows. 

Years Ending December 3 Amount 

0 488 
1.104 
80.3 

1.340 
1 .m 

11.343 

$ 17.303 - Total 
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Lri 2007. the Company expects to contribute E i. 1 1 1 to ITS pension plan trusts 

10. FAIR VALUE OF FINANCLAL IRSTRIMENTS 

The carrying value of cash and cash equivalents. accounts receivable. and accounts pavable approximate 
fair value due 10 their shon matimt> 

The fair value of restricted invesrnients is derernmed basea upon ouored market pnces and x e s  The 
carrying value of the investments is recorded ar accreted value and the ~e rms  of tlie invesrrneiii art 
within F4or_p 4 The esrimated faii value? of the restricred in\Testmenrs are as follows 

2006 2005 
Carrying Fair Carrying Fair 
Amount Value kmount  Value 

It was not practical IO estimate the fair value of patronage capital included within other deposits and 
investments due ro these being untracied companies 

Ii was not practical to estimate the fair value of long-term debt due to Big RJvers’ inabiiiry to obtain 
long-terni debt from outside parries 

12. POSTmTmMENT BENEFITS OTB[ER TKAN PENSIONS 

Big Rivers provides certain postretirement medical benefits for retired einpiovees and their spouses As 
of July 1. 2001. Big Rivers pays 85% of the cost from ape 61 10 65 for all retuees For saianed 
enipinvees who xetired prior to December 3 1. 1993. Big Rivers p a y  1 0O0/o of Medicare supplemental 
costs For salaried employees who retire afier December 3 1. 199.3. Big Rivers pays 250,~~ plus $25 per 
month of the Medicare supplemental costs 

On December 8. 2003 the Medicare Prescription Drug. Improvement and Modernization Act of 2003 
(the “Medicare Act”) was enacted The Medicare Act created Meciicare Par? D. a new urescription arug 
benefit that is available to all Meciicare-eiipibie individuals. efiective January 1.  2006 hational Rural 
Electric Cooperative Association (“NRECA”). the provider of Blp Rivers’ health plan coverage ttlrouph 
the NRECA Group Benefits Trust. chose to Decome a Niedicare Part D proviaeI Effective Januanf 1 
2006. Parr D coverage is tile only drug coverage available to Big RIvers’ Medrcare-eligible retirees 

The discount rate used in computmp the postrenrement obligation was 5 75% for 2006 and 2005 A 
healrh care cost trend rate of 990 in 2006 declining to ? .570 11-1 201 1 was utilized 

hi assessnieiii of the Company‘s postretirement plan at Deceniber 3 1. 2006 and 2005. is as follows 

Total benefil obhz aaxioii 
Ijnfunded accrued posrretnernent cost 

2006 2005 1 

s;!3,.6?5, $(3.339) 
(3.7571 13.755) 
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The componenrs of nei periodic postretirement benefit costs for the veaIs ended Decembei 31. 3,006 
200.5 and 2004 which are calculated based 011 actuarial assuinptions ai Januan' 1. were as follows 

2006 2005 2004 

Benefit cost 
Benefits paid 

5 141 s, 286 5 310 
17! 21 6 188 

Expected retiree benefit payments proiected ro be required duniig the vears foliowing 3,006 are as 
foliours 

Year Amount 

2007 
2008 
1005, 
201 0 
201 1 
20 1 2-20 1 ti 

Total S; 1.086 
I 

In addition to the postrenrenient pian discussed above. in 1992 Bis Rivers begaii a postretirement 
benefit plan which vests a portion of accrued sick leave benefits to salaned employees uDon retirement 
or death To tile extent an employee's sick leave hour baiance exceeds 480 hours such excess hours are 
paid at 2090 of tne  miploye:: s bas:: houri;? rat:: at the rime of retirement 01 dcath The accuniulxed 
obiiganon recorded for the postretirement sick leave henefir is $2Q4 and $270 at Decembcr 3 1 2006 and 
LUVS. respectiveiy Tine postretirenlent expense recorded was $44. $2;. and $Si; ior 30W. 2005. and 
20OL respectivelji. and t'he benefits paid were $20. $16. and S-0- for 2006 2005. and 200a res~ectiveii 

,.A,-. - 

12. BENEFIT P L A K 4 0 l ( k )  

Big Rivers has two defined comribmion retirement plans covenng bargaining and salaned empiovees 
Bip Rivers matches up to 60nh of the first 600 of eligible eniployees wages conrribmed Ernpiovees 
generali y become vested in Cornpan!, matchmp contributions based upon years of service as follovl~s 

Years of Vesting Service 

1 

Vested 
Percentage 

,. r Empiovees are aiso permitted to make pre-tax conrriburions of up to !.>On of eligible wages. Big River:" 
expense under this pian was $193. $178. and $168 for the vears ended Deceniber 31. 2006. 2005, and 
2004. respective]! 



13. RELATED-PARTES 

For the years ended Decembei 31. 30Oo. 2005. and 3004 Big Rivers nad m i f f  sales to its members of 
SlOS.737. $109.439. and $105.004. respecnveiy hi addition. for the years elided December 3 1.  3006. 
2005. and 2004. Big Rivers had cenaiii sales to I<energ for the Almnun i  Smelters and heyerhaeuser 
loads of $57.374. $46.37:. and $d3.017. respectivel) 

4t Decem'tw 3 1 I 2006 and 2005. Rig Rjvers had accorinrs receivable irom its merdners of S! 3.015 and 
51 3.872 respecrivej! 

hi October 3005. Big Rivers made 2 lump sum pavnimt of $221 to I<enerFT foi the iease of office space 
in a building owiied by Kenerg! The charge for the lump suiii payment was deferred and is being 
amonized over the life of the agreement 

Big Rivers is mvolved in litigation ansmg in the normal course of busmess WXie the results of such 
lingation cannot be predicted with certainty. managemem, based upon advice of counse!. believes thar 
the final outcome will not have a matenal adverse effect on the financial statements 

15. STJBSEQUENT EVENT 

The Big Rvers board of directors adopted resolutions on Februan/ 23: 2007. authorizing iiianagemenl, 
aniong other things. to execute 2 Transaction Termination Agreement Among Big Rivers Electric 
Corporation. LG&E Energy Marketing Inc. ~ and Western Kentucky Energ  Corp. (the "Termination 
Agreement"). Tne Terminazion Agreemen1 estabiishes the terms on which Big Rivers. on the one hand. 
and LGGtE E n e r g  Marketing h c .  and Western Kentucky Energy Corp. oil the other hand. agree to 
t e d a i e  a series of contractwal relationships esiablislied hi 1998 imiiey which. among other things. 
LG&E Energ  Marketing Inc. and Western Kentuck?, Energy Corp. currently lease a n d  operate the 
eenerating units owned or previously operated by Eig R.ivers. and sell power to Big Rivers to use in 
meeting the requirements of its system Tnose resolutions additionaliy authorize managenient to sign 
various agreements under which Big Rivers agrees to seIl its member, Kenerg Corp.. 850 MV; in the 
aggregate for resale to Alcan Primary Products Corporation and Ceiitury Aluminum of Kentuclq 
General Partnershp. contingent upon the closing of tne transaction contemplated in the Termiiiation 
Agreemeni 
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Construction Projects kssociated with Eiectric Ptant Leased to Others Reference Pagc: 21 6 

i n  July 17, 1998 (effective date of July 15, 2998): Big Rivers Electric Corporaiian completed a transaction 
,J lease its generating capacity to E.ON U S .  (EON). In addition, Big Rivers' capacity rights in the 
Henderson Municipal Power and Light (HMPSIL) Staiion Two facility (under an operating agreement with 
HMPBL) was assigned to EON. As part of the E O N  lease transaction, Big Rivers, Western Kentucky Energy 
Corporation (WKEC-a subsidiary of E.ON which operates the generating facilities owned by Big Rivers) and 
WKE Station Two lnc. (a subsidiary of EON responsible far the operation of i-IMP&L Station Two) share in th.3 
cost of capital assets based on estabiished guideiines and Duagei ilmilz. However, Big Rivers retains 
ownership of all assets but WKEC and WKE Staiion Two tnc are responsible for overseeing construction 
activities associated with the teased assets. 

Projects greatsr than $ 5  75!000 are shown beiow 
SCR Environmental 
Coleman #3 F',oi.Jr nuucket 
Reid Ash Fond Dry Fiyash System 
Green Mill Roll Wheel Brackets 
Coleman PantleglSeg Gates 
Green Wall Panels and Overlaps 
Green Boiler Reheat Outlet Tubes 
Green 1A Mill Gearbox 
Green Roll Wheel Brackets 
Green Fjrezipitator Field 
Green Turbine Controls 
Green #I Scrubber Controls 
Green #I Cold End Air Heater Baskets 
Green $1 Cooling Tower MCC 
Green A Filter Drum and Gear Box 
Station Two Burner Management System 
HMPL $1 Particutate Matter Monitor 
Wilson 6.9 kV Breakers 
Other 

995.386 
3 ~ 7  i m  

389.952 
348.305 
235.506 
667,314 
366.7 1 8 
423.550 
358.559 
373,191 
51 9.382 
364.01 E 
292.253 
279.483 
253,190 
192.926 
'r99.157 
2 94./173 
726.656 

CUL, I " Y  

Tatal Construciion Projects Associated with Electric Piant Leased to Others 
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900 Eiip Rivers Eiecrric Corporarion 01/01/2006 . i2/31/20Di 

Long Term Debt l.221 221 223 224) (Ref Fags 256) 

FOOTNOTES 

- RUS Promissow Note -New RUS Note. Column b 
On ~ u l y  15 199E Big Rivers Elecrnc Gorooration and the Rural Utilities Service fRUSi 
eyecmeo a lvew R U 3  Agreement restrucriiring 6 i ~  Rivers RlJS lonprerm debr obiigarions 
Tnis agresnenr oiscnargeo ana reieased Big Rivers rror all orior oebr obligations anc 
estabiished tne Iuew RUS INOIE and RUS APVP INore 2s Big Rivers onlv RUS deb1 obligarions 
Tnis restrucruring oi 61, Rivers' RUS deb1 was aporoved ov tne KenrucN Public SeNiC? 
Commission (KPSCI on July 14  1996 

RUS Promissorv Note - New R U S  Note' Column 1 
Interest Exoense in Account 427 Interest on Long-Term Deb' incluoes a owuction rw 
inrerest caoiralzed on rnaior consrruction OroiecIs 

- RUS ARVP Note. C o l u m n  
See Footnore ror RUS Promissow Note - New RUS Nore Column I) 

Ohlo Counw of Kentuckv Nore Series 1883. Column b 
On July 15 1998 tne irrevooabip. srandbv letter or credn issued by the Bank of New 'fori 
/Series 19831 was reolaced bv a liquidiw tacil~y issued bv Credit Suisse First bosron 
ano a municipal bond insurance policv Ov Ambac Assurance Comoration This change was 
approved DV the KPSC on July 1 A 199E Eireciive Mav 'I 2006 an Assigned Agreemen 
Deween Credit Suisse and Dexia Caredit Local assigneo all of tne rights and obligarions 
of the Iiquldnv raciliw rrom C,redi: Suisse 10 ijexia i.redit Local 

Ohio Countv of Kentuckv Nore Series ?BE. Column q 
Amortized over tne liie of tne initial lelter 01 credit 

Ohio Counnt of Kentuckv Note. Series 200lA' Column h 
On August *, 2001 the Ohio Counrv of Kentucky Note Series 1985 was rerundeo and the 
Onio Countv of Kenruckv Nore Series 200114 was issued The rerunding of the Series 1985 
Note and the issuance of the 5enes 2001 A Nore was approved by tne KPSC in Lase INc 
2002 IO: on June l e  ?DO1 

Ohio Countv of Kerrmckv Note Series Z00lA. Column (1 
Hmomzeo over t r i ~  life: or Lne bonus 

Green River Coal Settlemen? Column b 
Lonprerm debt obligarion incurred oue IO settlernenr reached on earlv rermlnarlon or i: 
iong-rem unravorable conincr with Green River C,oal Conoan, 

LEM Settlement (Promissow) Note' Column b 
On July l 5  l99@ in coniunciion wrth irnolementing tne E ON U S lease transaction Big Rivew 
Elecrnc Corporation and LG&E Energv Marketing (LEM) executed tne LEM Settlement Note 
This Note is pament in consioeration ror LEM s assumotion of tne risk or untoreseen costs 
v a n  resoect to Dower to be supohed IO or for the use of tne Aluminum Smelters (Centuw 
and Alcan) ano increased reS!JOnSibi\ih, ror rinancing caoital imorovernenrs Tne LEN 
Settlement Nore was approved DV tne KPS? on Julv 14 19% 

Defeased SalelLeaseback Oblio8tIOns~ Column b 
6ig Rwen comolered e saleleaseback transaction m two of IIS iitilrty olants fncludrng 
tne related mciliies ano eauioment on Aoril 18 2000 Tne Sale-leaSeDaCk rransaaion 
was approved bv the KPSC in Case tvo 99450 on Januab 28 2flOO 
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